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Katherine N. Lemon, Tiffany Barnett White, & Russell S. Winer 


Dynamic Customer Relationship 
Management: Incorporating Future 
Considerations into the Service 
Retention Decision 


The authors examine the influence of customer future-focused considerations, over and above the effects of sat- 
isfaction, on the customer's decision to discontinue a service relationship. The authors find that expected future 
use and anticipated regret influence this decision. Understanding and managing these future-focused considera- 
tions is critical to successful dynamic customer relationship management. 


with customers continues to grow, and marketers have 

become increasingly interested in retaining customers 
over the long run. Not surprisingly, many practical and the- 
oretical models of customer retention have explored satis- 
faction as a key determinant in customers' decisions to keep 
or drop (i.e., discontinue) a given product or service rela- 
tionship (Bolton 1998; Boulding et al. 1993; Rust and 
Zahorik 1993; Rust, Zahorik, and Keiningham 1995; Zeit- 
haml and Parasuraman 1996). Indeed, satisfaction measures 
have accounted for up to 40% of the variance in models of 
customer retention (Reichheld 1996). In this research, we 
seek to understand what other factors may influence the cus- 
tomer's decision to keep or drop a product or service, over 
and above satisfaction. 

Satisfaction has been defined in many ways by many 
researchers over the years. Most recently, Oliver (1996, p. 
12) brings together these definitions in the following overall 
view of satisfaction: “Satisfaction is the consumer's fulfill- 
ment response. It is a judgment that a product or service fea- 
ture, or the product or service itself, provided (or is provid- 
ing) a pleasurable level of consumption-related fulfillment, 
including levels of under- or overfulfillment.” Another tradi- 
tional definition of satisfaction that is often used comes from 
Tse and Wilton (1988, p. 204): "The consumer's response to 
the evaluation of the perceived discrepancy between prior 
expectations [or some other norm of performance] and the 
actual performance of the product as perceived after its con- 
sumption." Similarly, Anderson and Sullivan (1993, p. 126) 
suggest that satisfaction can be "broadly characterized as a 
postpurchase evaluation of product quality given prepur- 


T: trend in marketing toward building relationships 
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chase expectations." These definitions suggest that customer 
satisfaction (as traditionally measured and incorporated in 
such models) has primarily focused on the customer's past 
and current evaluations of the product or service (see also 
Oliver 1977, 1980, 1981; Oliver and Swan 1989; Oliver and 
Winer 1987). 

We propose that, though robust, current models of cus- 
tomer retention that focus on the influence of customer sat- 
isfaction on the decision can be enhanced by incorporating 
the effects of the customer’s future considerations as well. 
Specifically, we advance the notion that when deciding 
whether to continue a product or service relationship, con- 
sumers not only consider current and past evaluations of the 
firm’s performance (e.g., overall satisfaction, service qual- 
ity, perceived quality) but also incorporate future considera- 
tions regarding the service. Accordingly, we examine two 
consumer-anticipated future states—the consumer’s antici- 
pation of future benefits (modeled as expected future use) 
and the consumer’s anticipation of future regret—and 
demonstrate the impact of these factors, over and above per- 
ceptions of satisfaction, on consumers’ keep/drop decisions. 
We also examine whether these future considerations influ- 
ence the consumer’s keep/drop decision differently depend- 
ing on whether the consumer’s decision is in an ongoing 
(relational) or transactional context. 

Current models of customer retention have not incorpo- 
rated a customer’s future orientation. For example, Bolton 
(1998) examines the effects of satisfaction on customer 
retention but does not incorporate the customer’s future con- 
siderations. Similarly, Rust, Zahorik, and Keiningham 
(1995) examine the effects of service quality and satisfac- 
tion on customer retention rate, but they also do not incor- 
porate customer’s future considerations. Anderson and Sul- 
livan (1993) find a strong link between satisfaction and 
repurchase intentions but do not take customer future con- 
siderations (of their own behavior) into account. Although 
some models have examined the effects of customers’ future 
expectations of firm performance (e.g., expected service 
quality) on customer retention, there has been little research 
examining customers’ expectations of their own future con- 
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siderations (e.g., How much do I think I will benefit from 
this service in the future? How much might I regret it if I 
drop this service or stop consuming this product?). We pro- 
pose that this omission leads to incorrectly specified models 
of customer retention and, more important, less-than- 
optimal marketing decisions aimed at maximizing the like- 
lihood of customer retention. Understanding that consumers 
take future considerations into account when making deci- 
sions about the firm should influence customer acquisition 
and retention strategies and all elements of the traditional 
marketing mix. 

In the sections that follow, we review literature that 
motivates the inclusion of future considerations into models 
that predict consumers' keep/drop decisions and present the 
overall theoretical approach. We then focus on the relation- 
ship of expected future use and the consumer's decision, and 
we describe a study designed to test the hypotheses. We 


place particular emphasis on the manner in which the antic- . 


ipation of future use moderates the impact of satisfaction on 
this decision. In addition, we explore the antecedents of cus- 
tomer perceptions of expected future use and show how the 
omission of this construct may lead marketing managers to 
incorrect assessments and decisions. Next, we discuss the 
proposed effects of a second forward-looking component, 
anticipated regret, on consumers' decisions to keep or drop 
a given service. We describe a second study that is designed 
to test the hypotheses. In addition, we conceptually distin- 
guish the decision to continue or discontinue an ongoing 
service relationship from the decision to repurchase (or 
revisit) a given service or establishment Oe, a more 
transaction-based service), highlighting the differential 
impact of anticipated regret on these disparate service types. 
Finally, we discuss the findings from both studies and the 
implications of our findings for marketing theory, marketing 
practice, and further research. : 


The Forward-Looking Model of the 
Keep/Drop Decision 


Traditional models of the keep/drop decision have assumed 
that past- and present-focused measures (such as overall sat- 
isfaction or perceived value) capture all aspects of the cus- 
tomer’s underlying utility that factor into this decision. We 
propose a model that examines the effects of two future- 
focused measures, expected future use and anticipated regret, 
on this decision. Before we discuss either of these factors in 
depth, we provide an overview of the proposed model and 
briefly discuss its contribution to the marketing field. The 
model we propose is shown in Figure 1. Traditional models 
have focused on the unshaded portion of Figure 1. The focus 
of this research is the shaded portions of the figure—expected 
future use (and its antecedents) and anticipated regret. 

Given that the focus of this article is the additional 
explanatory power these future-oriented factors add to the 
model, we do not examine the antecedents of overall satis- 
faction in this research. Rather, we make the simplifying 
assumption that satisfaction arises and is updated through 
some underlying consumer behavior process—a process 
that has been examined extensively in the literature (for 
reviews of this literature, see Giese and Cote 2000; Hunt 
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FIGURE 1 
The Forward-Looking Model of the Keep/Drop 
Decision 
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1977; Oliver 1996). As is shown in Figure 1, we examine the 
effects of expected future use and anticipated regret directly 
on the keep/drop decision. In addition, we postulate an 
updating mechanism for customer perceptions of expected 
future use and examine potential antecedents of this con- 
struct. Finally, as we discuss subsequently, we postulate that 
the customer’s anticipation of regret may affect the 
keep/drop decision differently for exchange versus rela- 
tional environments. 

We focus on the extent to which consumers take future 
considerations into account when deciding whether to main- 
tain or end a given service relationship. Several literature 
streams suggest that future considerations should affect cus- 
tomer decision making. Research in marketing and organi- 
zational behavior has examined the impact of mental simu- 
lation (of future and past events) on people’s decision 
making and behavior. Mental simulation has been described 
by Taylor and Schneider (1989, p. 175) as “the cognitive 
construction of hypothetical scenarios or the reconstruction 
of real scenarios.” Taylor and Schneider (1989) note that 
mental simulation serves many functions; such simulation 
can serve a planning function, help set expectations, and 
potentially lead to behavioral confirmation. Kahneman and 
Miller (1986) suggest that mental simulation may also serve 
a “norm-setting” function, making expectations explicit 
such that the norms or expectations imagined in the simula- 
tion may be accessed when making future decisions. 

Of particular relevance is the general finding that future- 
oriented mental simulation can substantially affect people’s 
current behaviors (e.g., Sherman and Anderson 1987; Taylor 
and Pham 1996; Taylor et al. 1998). Taylor and Pham (1996) 
find, for example, that when subjects engage in future- 
oriented mental simulation, the likelihood of action in the 
current time frame that is consistent with the futuristic men- 
tal simulation is substantially increased. Similar results have 
been found by Taylor and colleagues (1998), who demon- 
strate that subjects’ task performance is affected by the 
extent to which they mentally simulate possible future out- 
comes. Finally, ın a study more closely related to the 


keep/drop decision, Sherman and Anderson (1987) find that 
outpatients at a psychiatric clinic are less likely to terminate 
therapy if they imagine engaging in future therapy sessions. 

In addition to these mental simulation findings, there is 
also literature in marketing supporting the notion that con- 
sumers incorporate future expectations into their purchase 
decisions (Boulding et al. 1993; Bridges, Kim, and Breisch 
1995; Holak, Lehmann, and Sultan 1987; Jacobsen and Ober- 
miller 1990; Winer 1985). For example, Holak, Lehmann, 
and Sultan (1987) find that consumers, when considering the 
purtfidse of high technology products, incorporate their 
expectations of the timing of the next-generation technology 
into their current purchase and upgrade decisions (see also 
Boone, Lemon, and Staelin 2001; Bridges, Kim, and Breisch 
1995). With respect to price, Jacobsen and Obermiller (1990) 
find that consumers incorporate future price expectations into 
their current time period purchase decisions. Winer (1985) 
also finds that consumer expectations of future price play a 
key role in the purchase decision for durables. More broadly, 
research in the area of economics has long supported the idea 
that expectations should be incorporated into micro models 
of consumer behavior (e.g., Shaw 1984). In general, these 
studies suggest that consumers do take future considerations 
into account in current-period decisions. 

Taken together, this discussion suggests that incorporat- 
ing a forward-looking component into the keep/drop deci- 
sion can yield richer insights into the consumer's keep/drop 
decision than can models that assume that consumers take 
only past and current experiences into account. For example, 
according to the traditional expectancy disconfirmation 
model of satisfaction, consumers compare current product 
or service experiences to current expectations (which are a 
function of previous product/service experiences) to form 
satisfaction judgments, which are a function of-the differ- 
ence between these expectations and the consumer's current 
experiences (e.g., Tse and Wilton 1988). In addition to sat- 
isfaction, however, to what extent do future-oriented factors 
influence the keep/drop decision? In addressing this ques- 
tion, we examine what on the surface may appear to be para- 
doxical consumer decision making. For example, consider 
the highly satisfied customer who chooses to discontinue the 
service relationship. Alternatively, consider a customer who 
appears to be highly dissatisfied, yet remains in the service 
relationship. Traditional retention models, which assume a 
positive association between satisfaction and the decision to 
continue or discontinue a service relationship, would predict 
the opposite outcomes. 

We propose that this prediction may stem from such 
models' omission of key situational variables. Situational 
variables may influence the keep/drop decision in a manner 
that is conceptually distinct from customer assessments of 
their current levels of satisfaction (for a discussion of other 
situational effects on buyer behavior, see Belk 1974). We 
propose that it is important to consider the process by which 
and the extent to which consumers' evaluations of the future 
benefits (or anticipated losses) they expect to receive from 
the product or service influence their current decisions. 
Specifically, we propose that when consumers decide 
whether to keep or drop a product or service, they take two 
future-focused considerations into account: (1) the extent to 


which they expect to use (and dérive benefits from) the 
product or service and (2) anticipated regret. In this 
research, we examine the influence of these future-focused 
considerations, over and above the effects of customer satis- 
faction, on the consumer keep/drop decision. We also exam- 
ine the extent to which the context of the customer decision 
(ongoing relationship or transaction context) may influence 
the effects of these future-focused considerations on the cus- 
tomer's decision. Overall, we propose a model that acknowl- 
edges the importance of consumer satisfaction on this deci- 
sion but also helps account for apparent inconsistencies in 
this link between satisfaction and retention by incorporating 
future-oriented situational aspects into the model of the cus- 
tomer retention decision. 


Expected Future Use and the 
Keep/Drop Decision 

We first examine the relationship between customer expec- 
tations of future use and the decision to keep or drop a prod- 
uct or service. As noted previously, prior research suggests 
that mental simulation of future events affects consumer 
decision making (Kahneman and Miller 1986; Sherman and 
Anderson 1987; Taylor and Pham 1996; Taylor and Schnei- 
der 1989). Similarly, research suggests that consumers 
incorporate future expectations into their current decision 
making (e.g., Bridges, Kim, and Breisch 1995; Holak, 
Lehmann, and Sultan 1987; Jacobsen and Obermiller 1990). 
Building on this research, we propose that expected future 
use influences the customer's underlying expected utility 
from the service. Specifically, when making the keep/drop.- 
decision, consumers will take such expectations into 
account, 1n addition to past and current experiences. 

We examine whether a customer expects to use a service 
more or less frequently in the future and predict that greater 
expectations of future use will be positively associated with 
the customer's utility and, therefore, customer retention. In 
addition, we examine potential antecedents of customer per- 
ceptions of expected future use and propose an updating 
mechanism for the construct. We first examine the effects of 
expected future use on the keep/drop decision. On the basis 
of this discussion, we propose that customers who expect to 
use the service more will be more likely to stay. 


Hu: Higher levels of expected future use will be associated 
with a higher probability of TENE in the service 
relationship. 


For the purposes of this model and research, we make 
several assumptions about the customer's keep/drop deci- 
sion. We assume that the customer has already adopted the 
service in a previous period. We also assume that he or she 
has have the opportunity to use or consume the service in the 
present time frame. We propose that the customer decides to 
continue or drop the service on the basis of past experience, 
experience in the current time period, and expectations of 
future experiences. In this research, we are examining the 
customer's keep/drop decision for an individual service. 
Finally, we assume that the customer decides to drop a ser- 
vice if the perceived utility of continuing the service is below 
some customer-specific, yet unobserved, threshold value. 
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Modeling the Keep/Drop Decision 


The customer’s decision to keep or drop the service is pro- 
posed to be a function of the underlying utility the cus- 
tomer receives (or expects to receive) from the service 
(akin to Winer’s [1985] notion of subjective expected 
value). This utility-based framework has been widely 
used. In the new product adoption literature, it has been 
used to characterize the process by which a consumer 
decides to adopt a new product (e.g., Roberts and Urban 
1988). It has also been used to characterize customer 
brand choice decisions (e.g., Guadagni and Little 1983; 
Gupta 1988). Using this approach, we model the probabil- 
ity of the customer continuing his or her relationship with 
the service. We propose-that customer expectations of 
future use and customer perceptions of overall satisfaction 
will affect the customer's unobserved utility from the ser- 
vice and therefore the customer's probability of continu- 
ing the service. 

Specifically, the consumer will remain in the service 
relationship if 


Utility from keeping the service > utility from dropping the service, 
where 

Utility = f(OVSAT, EFU), 
where 


EFU; = expected future use of the service 
(elicited at time t, for interval t that fol- 
lows) and 

OVSAT,, = consumers’ overall satisfaction with the ser- 
vice (elicited at time t). 


Because utility is a latent variable, we only observe the 
customer's keep/drop decision in a given time period 
(keep = L, drop = 0). This decision is modeled as a logit 
model in which we assume that the consumer chooses the 
option with the highest utility. In particular, the probability 
that the consumer keeps the service is the probability that the 
utility from keeping is greater than the utility from dropping. 

The keep/drop decision model will be estimated using a 
recursive system of two equations: the keep/drop equation 
and the expected future use integration (updating) equation. 
We propose that customers update their assessment of 
expected future use in each time period and that this updat- 
ing provides further rationale for the use of expected future 
use as a key element associated with continuing (or drop- 
ping) the service. How do consumers update expected future 
use of the service? Prior research (Boulding et al. 1993; 
Hamer, Liu, and Sudharshan 1999; Jacobson and Obermiller 
1990) suggests that customers use an integration or averag- 
ing model to update their expectations. This approach has 
been used extensively in the choice modeling literature to 
model the customer's brand loyalty updating process (e.g., 
Guadagni and Little 1983; Gupta 1988). Adopting this 
model, which ıs consistent with Nerlove's (1958, 1983) 
model of expectations formation (for a discussion, see 
Winer 1985), we propose that customers will update their 
future use expectations in the following way. Following 
Boulding and colleagues (1993), we expect customers to 
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update expected future use (measured at t for the three- 
month interval that follows) on the basis of the prior period's 
expected future use (measured at t — 1 for the three-month 
interval that follows) and a determination of actual usage in 
the current time period (measured at t). 


H>: Customers’ expectations of future use from the prior time 
period (EFU, _ ;) will be positively related to customers' 
expectations of future use in the current time period (EFU). 

Hs: Customers’ actual usage in time t (Usage,) will be positively 
related to customers’ expected future use in time t (EFU,). 


To recap, we propose that customers’ expectations of 
future use, over and above the effects of satisfaction, will 
influence their decisions of whether to remain in or leave an 
ongoing service relationship. In addition, we postulate a rel- 
atively simple updating mechanism to gain insight into the 
antecedents of expected future use. Because our primary 
interest in this research is to understand the role of forward- 
looking aspects in the customer's keep/drop decision, this 
simple approach seems appropriate. 


Study 1 


Overview 


The goal of Study 1 is to establish the basic notion that 
future considerations affect keep/drop decisions. In this 
study, we examine the relationship between consumers’ 
future expectations of their own behavior and the con- 
sumers’ keep/drop decision in an actual consumer service 
context. Specifically, we examine the differential impact of 
expected future use and overall satisfaction on this decision, 
testing H,. We also examine the factors that influence the 
consumers’ perceptions of expected future use through the 
expected future use integration model (H and H3). In Study 
1, we use attitudinal and behavioral data from a consumer 
subscription service. The longitudinal nature of the data 
enables us to test the proposed relationships. 


The Data 


The empirical analysis was conducted on data collected 
from consumers of an interactive television entertainment 
service. Consumers chose to subscribe to this service and 
have the opportunity to keep or to drop the service monthly. 
They also choose levels of usage and specific service aspects 
that suit their needs, and the firm can monitor these choices. 
There is a monthly fee for this service that does not vary by 
usage level. Upon subscription, consumers also pay an ini- 
tial fee to purchase necessary hardware. 

We assembled the data using a panel design so that 
changes in consumers’ opinions and behavior over time 
could be measured. We selected a random sample of 490 
households from a sampling frame of current subscribers. 
We mailed the first wave of questionnaires to customers in 
the sample, who were informed that the firm had authorized 
the study but that their responses would remain confidential. 
We offered them a small gift as a participation incentive. We 
mailed the second survey to respondents of the first survey 
five months after the initial wave. A total of 191 households 
completed both waves of the survey, for a two-wave 


TABLE 1 
Study 1: Varlable/Construct Description 


Variables Study 1 Measure 

Keep/Dropr Coded as 1 (keep) or 0 (drop) on the basis 
of account status on June 30, 1994 
(measured at point t + 1). 

EFU, How often do you expect to play XXX in the 
next three months? Number of days per 
week (measured at point t). 

OVSAT, How satisfied are you with XXX overall? 
Extremely dis/satisfied (measured on a 
seven-point scale, at point t). 

Usage, Please indicate how often you play XXX? 


Number of days per week (measured at 
point t). 


response rate of 3996. Of these 191 households, 47 house- 
holds decided to drop the service by the end of the observa- 
tion period. We used these 191 households (144 continue, 47 
drop) for this analysis.! 


Construct Operationalization 


The constructs and their associated measures are displayed 
in Table |. The measurement descriptions indicate the spe- 
cific point or time interval when (or over which) each vari- 
able was measured. As an initial test of the effect of future 
considerations on the keep/drop decision, we examine 
consumers' expectations of their own future use of the 
service. 

The questionnaire elicited measures of overall consumer 
satisfaction, expectations of future use, and current usage 
levels and ratings of various service aspects. We measured 
consumers' expectations of future use of the service by ask- 
ing respondents directly about their future usage expecta- 
tions. We measured overall satisfaction on a seven-point 
scale, ranging from “very dissatisfied" to “very satisfied." 
Therefore, higher numbers were indicative of greater levels 
of satisfaction. 


Estimation 


The keep/drop decision is estimated as a logit model, in 
which the decision of whether to remain in the service rela- 
tionship is modeled as a function of expected future use and 
overall satisfaction with the service. The results reflect the 
effect of the independent variables on the consumer's deci- 
sion to continue the service relationship. The logistic regres- 
sion procedure from SAS 6.12 was used for the estimation. 
The expected future use equation is estimated two ways: 


'To examine the possibility of nonresponse bias, we compared 
the percentage of respondents who chose to keep the service 
(75.496) with the firm's overall retention rate for the same period. 
The two were not statistically different, which suggests that the 
sample did not differ markedly from the overall customer base. 
Some households dropped the service after the first wave of sur- 
veys. Estimating the model on this early sample produced results 
consistent with those reported here. 


with and without the restriction that the coefficients on EFU, 
and Usage, must sum to 1. The resulting parameter estimates 
provide insights regarding the effect of each of the variables 
in the model on the customer's evaluation of expected future 
use and the overall decision to continue or drop. 


Results 


We first tested the effects of the model with overall satisfaction 
and expected future use in a single model (Model 1, Table 2). 
Although the expected future use parameter is significant 
(Beru = .597, p < .0001, x2 = 59.88, p < .0001), the satisfac- 
tion parameter is not significant in this model (Boysar = .188, 
p = .17). This suggests, in line with our prediction (Hy), that, 
over and above the effects of satisfaction, consumers will be 
more likely to remain in a given service relationship when they 
anticipate high expected future use. It is important to note that 
the simple correlation between the expected future use and the 
satisfaction variables is not high (p = .4), and therefore multi- 
collinearity does not appear to be a major concern in this study. 
It was surprising to find that overall satisfaction was not 
significant in the proposed model. To examine this finding 
further, we compared the full model to models that include 
only the individual effects of overall satisfaction or expected 
future use on the keep/drop decision. The results from these 
models are presented in Table 2 (Models 2 and 3). In a model 
estimating the effects of satisfaction on the keep/drop deci- 
sion, we find that this variable contributes significantly to the 
variance in subjects’ keep/drop likelihood (Bovsar = .473, 
X2 = 17.42, p < .0001, Model 1). As expected, higher satıs- 
faction was associated with a greater likelihood of remaining 
in the service relationship. Similarly, in a model testing only 
the effects of expected future use, wë find evidence that con- 
sumers are forward-looking with respect to their continuation 
decisions. Specifically, the effect of expected future use was 
positive and significant (Be = .641, x2 = 57.97, p < .0001, 
Model 2), suggesting that consumers who anticipated high 
expected future use were indeed more likely to continue. 
Together, these results suggest that expected future use 
mediates the effect of satisfaction on the keep/drop decision, 
contributing to the keep/drop decision over and above satis- 
faction perceptions. To examine this, we use p?, a measure 
suggested by Ben-Akiva and Lerman (1985): p? = [1 — 
AIC/£(0)], where AIC is the Akaike information criterion 
that corrects £(B) for the number of estimated parameters.2 
Using this statistic, we find that when only the satisfaction 
variable appears in the equation, the model explains a mod- 
erate amount of variance, as p? = .063 (Model 2, Table 2). 
When we added expected future use, however, the explana- 
tory power of the model increases substantially, p? — .253 
(Model 1, Table 2).3 When adjusting for the additional para- 


2Using the Schwartz Bayesian criterion instead of AIC leads to 
similar conclusions (see Table 2). 

3[n addition to the results presented previously, we created cali- 
bration and holdout samples to determine how well expected future 
use and/or overall satisfaction predict customers' keep/drop deci- 
sions. These results also support the hypotheses and are available 
directly from the authors. 
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meters, we find that the model in which expected future use 
is the sole explanatory variable does as well as the model 
with both expected future use and satisfaction: p2 = .253 
(Model 3, Table 2).4 

Finally, to examine the extent to which expected future 
use might have a differential effect on satisfied and dissatis- 
fied consumers, we examine the interaction of satisfaction 
and expected future use. We test the traditional interaction 
term (OVSAT x EFU) and find that this interaction is not 
significant and does not add explanatory power to the model 
(B = .008, p = .91, x2 = .011). To investigate this effect fur- 
ther, we constructed a dummy variable for satisfied/dissat- 
isfied from the respondents’ overall satisfaction scores. 
Respondents whose answer to this question was greater 
than the median (4 on a seven-point scale) were coded as 
“satisfied.” Although dissatisfied customers had lower 
expected future use, on average, than satisfied customers, 
we find no significant difference between dissatisfied and 
satisfied customers (B = .213, p = .25; EFU means for dis- 
satisfied customers: EFU if keep = 3.00, EFU if drop = 
1.00; EFU means for satisfied customers: EFU if keep = 
4.58, EFU if drop = 3.60). These results provide additional 
support for Hi, suggesting that regardless of level of satis- 
faction, expected future use influences the keep/drop 
decision. 


Expected future use updating/integration model. The 
results shown in Table 3 strongly support the expected future 





4Alternatively, a log-likelihood ratio test provides the same con- 
clusion The addition of OVSAT to the model solely containing 
EFU results in only a slight improvement in the log-likelihood 
(x2 = 1 91, not significant) 


use updating model. Customers appear to place more weight 
on current usage experience than prior measures of expected 
future use when updating their assessments of expected 
future use (EFU, _ , = .267, Usage, = .733 (restricted model, 
see Table 3), but both factors are significant. The restriction 
that the parameters for EFU, _ and Usage, must sum to 1 is 
not binding, which provides additional evidence for the 
updating model. For completeness, we also included two 
marketing communications covariates in the model to exam- 
ine whether marketing communications influenced expected 
future use. Neither of the communications variables is sig- 
nificant in this equation. Results for this model are presented 
in Table 3. 


Study 1 Discussion 


Study 1 provides evidence to support the proposed effects of 
expected future use and satisfaction (Hj) on the consumers’ 
keep/drop decision. In general, the results suggest that con- 
sumers factor expectations of future use as well as their cur- 
rent evaluations of the service when deciding whether to 
remain in a service relationship. The results of this study also 
suggest that expected future use mediates the effect of satis- 
faction on the keep/drop decision. In other words, although the 
level of satisfaction clearly affects this decision, we find evi- 
dence that high expectations of future use may override low 
satisfaction and that low expectations of future use may over- 
ride high levels of satisfaction. Another way of thinking about 
this is as follows: Satisfaction with the current experience may 
interact with specific aspects of the consumer's situation to 
influence the consumer's perception of expected future use. 
The results of Study 1 suggest that it is important to 
include this future temporal component in a model of the 
keep/drop decision. However, it is important to consider 


TABLE 2 
Study 1: Consumer Keep/Drop Decision Equation Results 





Model 1 


Expected Future Use 


and Satisfaction 


Variable (Standard Error) 
Intercept —1.332* 
(.654) 
OVSAT .188 
(137) 
EFU .597** 
(.110) 
—2LL 153.265 
AIC 159.265 
Schwartz Bayesian criterion 169.022 
x2 59.883** 
Number of observations 191 


Model 2 
Satisfaction Only 
(Standard Error) 


Model 3 
Expected Future Use 
Only (Standard Error) 


-1.176* —534* 
(.580) (.278) 
Ais NA 
(.118) 
NA .641° 
(.101) 
195.730 155.181 
199.730 159.181 
206.234 165.686 
17.418** 57.97** 
191 191 


*Results are significant at p « 05. 


“Results are significant at p < .01. 
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TABLE 3 
Expected Future Use Equation Results 





EFU, EFU, 
Variables (restricted) (unrestricted) 
Intercept —922* —.795 
(.459) (.483) 
EFU,. 4 .267*** .231*** 
(.054) (.068) f 
Usage, .733** .708*** 
(.054) (.062) 
DirectMkt, _ 4 .004 .020 
(.043) (.046) 
MassMkt, .. , .132 .134 
(.129) (.129) 
Restriction —30.656 NA 
(35.999) 
Adjusted R? .59 .59 
Number of 
observations 182a 182a 


“Results are significant at p < .05. 

“Results are significant at p < .01. 

"**Results are significant at p < .001. 

2Observations were deleted because of missing observations for the 
independent and/or dependent variables. 


alternative explanations for our results. One alternative 
explanation for these results may be that expected future use 
(as operationalized) is an equivalent measure to keep/drop, 
because a consumer who plans to drop the service (in the 
future) will also plan not to use the service (in the future). 
The results support our conceptual model in that expected 
future use and keep/drop are not equivalent. We find that 
even for customers who drop the service in the following 
three months, their planned use of the service is significantly 
greater than zero (EFUp; = 1.24 times/week). This sug- 
gests that consumers forecast use (however poorly) and that 
these forecasts should be incorporated into models of the 
customer keep/drop decision. Incorporating a consumer's 
perceptions of expected future use as an antecedent to the 
keep/drop decision provides a more complete model of the 
customer's decision. We find that incorporating a step-ahead 
forecast of expected future use greatly enhances the reten- 
tion model and has significant managerial implications, 
which suggests that consumers' expectations of future use 
could even be managed by the firm. 

Alternatively, an explanation for our results could be that 
consumer usage of the service is significantly different from 
satisfaction and therefore that expected future use percep- 
tions are just capturing this “usage component" and not a 
future-focused aspect of the keep/drop decision. To rule out 
this explanation, we compare a model with current (i.e., 
actual) usage and satisfaction with our proposed model. We 
find that the proposed model explains significantly more 
variance (current usage and satisfaction: p? = .073; EFU and 
OVSAT: p? = .253). 


Finally, note that this model implicitly assumes that all 
customers have the same threshold for the keep/drop deci- 
sion. Consider the following: Customer A is a light cellular 
telephone user, with typical use of 100 minutes per month. 
Customer B is a heavy user, with typical use of 1000 minutes 
per month. A.light user (Customer A) might drop the service 
if his or her expected use falls to less than 50 minutes per 
month; a heavy user (Customer B) might only drop if his or 
her expected use falls below 500: minutes per month. We 
tested a model in which we allowed for heterogeneity across 
consumers by examining the effect of a customer's future use 
expectations, compared with that customer's prior use, on 
the decision. The results for this relative expected future use 
model were consistent with results reported previously. 

The results of Study 1 suggest that customers' estima- 
tions of how much they will use the service in the future 
period is a much better predictor of customer retention than 
traditional models that focus on overall evaluations of the 
service. Given this robust result, it is important to under- 
stand factors that affect customers' expectations of future 
use. Consistent with an adaptive expectations model, cus- 
tomers appear to be updating their future use expectations, 
using both their most recent usage patterns and prior expec- 
tations as input into their current expectations of future use. 
Given the apparent importance of expected future use as a 
determinant of the keep/drop decision, understanding its 
antecedents will be key for marketers interested in retaining 
customers. 

In Study 1, we explored the impact of one future- 
oriented consideration, expected future use, on consumers' 
decisions to remain in or leave an ongoing service relation- 
ship. We now turn to an examination of the manner in which 
the keep/drop decision is influenced by the anticipation of 
regret over erroneously dropping a given service. We also 
examine the degree to which the impact of anticipated regret 
may be moderated by the type of service in question. 


Anticipated Regret and the 
Keep/Drop Decision 


Just as consumers may be motivated in their keep/drop deci- 
sions to take into account expectations of future benefits, 
they may be similarly motivated to make decisions that min- 
imize negative future outcomes. In this research, we focus 
on one type of negative future outcome or state, namely, 
postoutcome regret. Zeelenberg (1999) defines regret as a 
negative, cognitively based emotion people experience 
when they realize or imagine that their present situation 
could have been more positive if they had behaved differ- 
ently. Anticipated regret, then, is considered to occur when 
before or in the process of making a given decision, a per- 
son considers the possibility of postoutcome (i.e., future) 
regret. Recent research suggests not only that people antici- 
pate postbehavioral affective consequences of their actions 
and take these consequences into account when making 
decisions (Bell 1982, 1985; Kahneman and Tversky 1982; 
Loomes 1982; Miller and Taylor 1995; Van Dijk, van der 
Pligt, and Zeelenberg 1999) but also that people are moti- 
vated to make decisions that avoid potential regret (Con- 
nolly, Ordonez, and Coughlan 1997; Josephs et al. 1992; 
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Simonson 1992). Zeelenberg and colleagues (1996) show, 
for example, that even in situations in which people exhibit 
a clear preference for a course of action (or inaction), antic- 
ipation of regret can influence this preference. 

In light of this research, we explore the impact of antici- 
pated regret on consumers’ decisions to keep or drop a given 
service relationship. In our previous theorizing on the 
impact of future anticipated states, we argued that con- 
sumers take future considerations into account when making 
the current keep/drop decision. The preceding literature sug- 
gests that the avoidance of regret may be one type of posi- 
tive future outcome that consumers seek in their current 
keep/drop decisions. Accordingly, we test the notion that 
regardless of their current level of satisfaction, consumers 
will be less willing to drop a given service relationship if 
they expect to experience regret over doing so. The pre- 
dicted negative relationship between the amount of antici- 
pated regret and the likelihood of discontinuing can be 
stated formally as follows: 


Hy All else being equal, consumers who anticipate regret asso- 
ciated with discontinuing a service relationship will be less 
likely to drop than consumers who do not anticipate regret. 


Of additional relevance to regret research is Kahneman 
and Miller's (1986) norm theory, which advances the notion 
that choices of conventional or default options are associ- 
ated with lower regret. According to norm theory, people 
feel greater regret for actions that deviate from the norm or 
default option, “because it is easy to imagine doing the con- 
ventional thing" (Simonson 1992, p. 105). In support of this 
theory, Simonson (1992) demonstrates that the consumers’ 
choice probabilities for a given default option could be 
increased by asking them to anticipate the regret that might 
be associated with deviating from that default and experi- 
encing a negative outcome as a result of that action. This 
“omission bias,” the tendency for people to regret negative 
outcomes that stem from actions (commissions) more than 
equivalent outcomes that stem from inactions (omissions), 
has been empirically demonstrated by several researchers 
(Gilovich and Medvec 1994; Gleicher et al. 1990; Kahne- 
man and Tversky 1982; Landman 1987; Spranca, Minsk, 
and Baron 1991). 

When applied to the keep/drop decision, norm theory 
research suggests that consumers who anticipate regret asso- 
ciated with keeping or dropping a given service "in error" 
may attempt to alleviate that regret by choosing the safer 
option. However, how the safe option is determined remains 
unclear. In resolving this uncertainty, it is important to dis- 
tinguish conceptually the decision to keep a service to which 
a consumer currently subscribes on an ongoing basis 
(ongoing services) from the decision to repurchase a service 
that is consumed on a transaction-by-transaction basis 
(transaction-based services). Ongoing service relationships 
are conceptualized here as entailing a series of exchanges 
between a consumer and a service provider in which an 
implicit or explicit, formal or informal agreement has been 
reached between parties to continue exchanges for some 
period (e.g., health club, video rental, health maintenance 
organization membership). In contrast, more transaction- 
based relationships (e.g., restaurants, hotels) are those in 


8/ Journal of Marketing, January 2002 


which no such agreement exists. In these cases, a service 
provider may be chosen multiple times, but it is chosen 
among actively considered alternatives and on the basis of 
its superiority on key dimensions (e.g., convenience, price) 
in a given purchase situation. With the exception of Bolton 
(1998), most customer retention researchers focus on 
transaction-based services, in which the keep/drop decision 
is modeled as the consumer's "repurchase intent." 

The conceptual distinction between these two service 
types suggests that the choice of the "safe" option in the 
keep/drop decision may vary by service type. In particular, 
the distinction suggests that though ongoing service rela- 
tionships are more likely to continue unless they are ended, 
transaction-based services are more likely to end unless con- 
tinued. In other words, the keep/drop decision for con- 
sumers in transaction-based relationships represents one in 
which an action is necessary to keep or repurchase the ser- 
vice, and the inactive option is to fail to repurchase the prod- 
uct or service. The converse is true of ongoing service rela- 
tionships. Here, the decision to dispose of the service 
relationship requires an action, and the default or inactive 
option is to keep the service. Thus, continuing the relation- 
ship represents the inactive, safe option for ongoing ser- 
vices, but the active (and therefore less safe) option for more 
transaction-based services. 

In light of this distinction, we explore the differential 
impact of anticipated regret on consumers' decisions to 
remain in or leave ongoing service relationships versus their 
decisions to repurchase a transaction-based service. We pre- 
dict that the influence of anticipated regret will vary signifi- 
cantly between the two types of service relationships. To the 
extent that discontinuing an ongoing service relationship 
requires an action on consumers' parts, we expect both the 
anticipation of regret and the effect of that anticipated regret 
to be greater for these keep/drop decisions versus the 
transaction-based repurchase decision. Specifically, we 
hypothesize the following: 


Hs Consumers who consider decision-related regret will 
anticipate greater regret for dropping an ongoing service 
relationship in error than for discontinuing a transaction- 
based relationship in error. 

Hg: All else being equal, consumers who anticipate regret asso- 
ciated with dropping an ongoing service relationship in error 
will be less likely to discontinue the service relationship 
than those making transaction-based repurchase decisions.5 


Anticipated Regret and Satisfaction 


Of additional interest is an understanding of the manner in 
which the anticipation of regret might interact with con- 
sumers' satisfaction perceptions to influence customer 
retention. In particular, we seek to understand the extent to 
which the effect of anticipated regret may vary for satisfied 





5[t should be noted that our focus in these hypotheses is the 
effects on anticipated regret over dropping (or discontinuing) a 
given service “in error." The effects of anticipated regret over keep- 
ing a service in error might also be examined. We would expect 
that this type of regret would be more influential for transaction- 
based than ongoing service types (because keeping the service 
reflects a change from the default for transaction-based services). 


versus dissatisfied consumers. We have argued that con- 
sumers who anticipate regret associated with discontinuing 
a service relationship in error will be less likely to drop than 
consumers who do not anticipate such regret. In addition, 
much of the research studying the link between satisfaction 
and retention has demonstrated that consumers who are dis- 
satisfied are significantly more likely to drop a service than 
those who are satisfied (Cronin and Taylor 1992; LaBarbera 
and Mazursky 1983; Taylor and Baker 1994). In other 
research, Tsiros and Mittal (2000) demonstrate that experi- 
enced regret has a negative influence oh satisfaction. 
Research by Inman, Dyer, and Jia (1997) provides addi- 
tional evidence of the differential impact of regret on out- 
come satisfaction versus dissatisfaction. These researchers 
examine the effects of regret on postchoice valuation and 
demonstrate that the effect of experienced regret is larger for 
subjects who are disappointed (or dissatisfied) than for those 
who are elated (or satisfied). Similarly, the anticipation of 
regret may be a more effective deterrent to dropping for con- 
sumers who are dissatisfied than for satisfied consumers. In 
line with this reasoning, we argue that the effect of antici- 
pated regret will be greater for consumers who are dissatis- 
fied (than for those who are relatively satisfied) with a given 
product or service provider. Specifically, we hypothesize the 
following: 


H3: The effect of regret (versus no regret) on dissatisfied con- 
sumers' likelihood of remaining in a given service rela- 
tionship will be greater than the effect on satisfied 
consumers. 


In addition, following Hg, we hypothesize that the type 
of service in question will further moderate the proposed 
interaction between regret and satisfaction. Specifically, 


Hg Compared with satisfied customers, dissatisfied con- 
sumers asked to anticipate regret associated with dropping 
an ongoing service relationship in error will be less likely 
to discontinue (i.e., drop) the service relationship than will 
dissatisfied consumers making transaction-based repur- 
chase decisions. 


Study 2 


Study 2 was designed to test the individual and interactive 
effects of satisfaction and anticipated regret on consumers’ 
decisions to continue or discontinue exchanges with ongoing 
as well as transactional service providers (H4, Hs, He, Hz, Hg). 
Through a controlled laboratory experiment, we independently 
manipulate satisfaction, anticipated regret, and the nature of 
the service in question (i.e., ongoing versus transactional). 


Method 


We constructed the experiment using a 2 (anticipated regret: 
regret, no regret) X 2 (satisfaction: satisfied, dissatisfied) x 2 
(service type: ongoing, transactional) completely between- 
subjects design. We randomly assigned subjects, 160 upper- 
class undergraduates at a Midwestern university, to one of 
eight experimental conditions. Subjects completed the exper- 
iment in exchange for extra course credit in a marketing man- 
agement course. The experiment was embedded within a 
larger project related to students' online purchase behaviors. 


Procedure 


All subjects read a hypothetical service description that 
described either an ongoing relationship or a transaction- 
based service of a similar nature. Both services were 
described as online (i.e., Internet) grocery store delivery ser- 
vices named either QuickRuns (ongoing) or Deliver me.com 
(transaction-based). The service descriptions were pretested 
by a group of subjects (n = 25) from the population studied 
and were found to be conceptually similar in concept and 
attractiveness. The scenarios chosen were also determined 
to be distinct in that, as expected, the ongoing service 
description was indeed considered more relational than the 
transaction-based service. To test these perceptions, we 
asked pretest subjects to answer the following questions: 
"To what extent is the relationship you read likely to be long 
term?" "How likely is it that, the next time you need to gro- 
cery shop, you would use the QuickRuns service?" “How 
committed would you be to this company?" “How likely are 
you to frequent this company on a regular basis?" "How 
much of an obligation would you feel to do business with 
this company (relative to its competitors)?" We used 
responses to these questions to form a "relationship" com- 
posite (a = .91). We tested six scenarios. We used scenarios 
with the highest (X = 6.4) and lowest (X = 2.5) scores on 
these scales in the experiment. 


Manlpulated Variables 


We asked all subjects to imagine that they began using the 
service 18 months ago. Both service types (i.e., ongoing and 
transactional) were described as online grocery stores that 
deliver grocery, personal care items, books, and so forth 
directly to customers' homes. To manipulate the type of ser- 
vice in questions, half the subjects read a description of a 
transaction-based service relationship. We asked these sub- 
jects to imagine that they use the service in question on a 
pay-as-you-go basis, paying only a small delivery fee, plus 
the cost of groceries, each time they use the service. The 
description stated explicitly that if subjects did not use the 
service, they pay nothing (1.e., they acquire the goods from 
some other source). The other half of the subjects read 
ongoing service relationship descriptions. These partici- 
pants read the same general description of the online gro- 
cery store, but we asked them to imagine that they were 
members of a “Home Delivery Club." We told these partici- 
pants that they pay a small monthly membership fee, instead 
of a delivery fee, in addition to the cost of goods purchased. 
We stated explicitly to these subjects that they paid no initi- 
ation fee for joining the club and that they could discontinue 
their membership at any time without financial penalty. In 
this sense, the scenarios varied only in the presence or 
absence of an ongoing, nonfinancial membership; there was, 
no greater economic loss or disadvantage associated with 
keeping or dropping either type of service. We also included 
the satisfaction manipulation in the description. We manip- 
ulated this variable by informing half the subjects that 
“lately you have been particularly, satisfied [dissatisfied] 
with the quality of service provided by this company." 

In this experiment, we manipulated anticipated regret by 
explicitly priming subjects to think about the regret they 
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might feel if they either stopped using the transaction-based 
service or discontinued the ongoing service relationship in 
error. All subjects, regardless of condition, were asked to 
imagine either that they were in need of groceries this month 
(transaction-based conditions) or that they were in need of 
groceries and had just received their monthly membership 
renewal notice in the mail (ongoing conditions). In both 
conditions, it was clear that the keep/drop decision was 
imminent. To induce the anticipation of regret, half the sub- 
jects were also asked to imagine that as they are making 
their decision, they see an advertisement for the firm in 
question that makes them consider the regret they would feel 
if they either did not use the service this month (transaction- 
based) or discontinued the (ongoing) membership “and 
found out later that [they] shouldn't have.”6 The remaining 
subjects (no-regret condition) were given no information 
relevant to regret or the anticipation of regret. This control 
group of subjects served as both a baseline for assessing the 
extent to which people consider regret in the absence of 
experimental priming and a comparison group (i.e., to those 
in the primed regret conditions), which allowed a test of the 
effect as well as the extent of anticipated regret experienced 
by subjects across the various experimental conditions. 


Dependent Measures 


The dependent measure of interest, consumers’ assessments 
of how likely they would be to use (continue using) the ser- 
vice again this month, was measured immediately after- 
ward. These intentions were measured on a seven-point 
scale ranging from 1 = “not very likely to use [continue 
using] the service again this month” to 7 = “very likely to 
continue.” 

In addition, subjects were asked to assess how much 
regret they would anticipate over dropping or discontinuing 
their hypothetical service relationship in error. These 
responses were also measured on a seven-point scale rang- 
ing from | = "not much” to 7 = “a great deal.” Next, subjects 
were asked to rate both how favorably they would evaluate 
the service and how much they like the idea of a service such 
as QuickRuns.com (or Deliver_me.com).? However, 
because (as expected) no significant effects were found 
between conditions on this latter variable, it is excluded 
from further discussion. Finally, as part of the debriefing 
procedure, subjects were asked to report their conjectures 
about the purpose and intent of the experiment. One hundred 
fifty-three subjects reported no knowledge about the pur- 
pose of the experiment, whereas seven subjects indicated 
that some, albeit small, level of hypothesis guessing might 
have taken place. These subjects were excluded from further 
analysis. 


Because we are interested in the effects and not the triggers of 
anticipated regret, we deliberately provided no information regard- 
ing (1) the nature of the commercial or (2) why the participants 
found out later that they "shouldn't have" dropped the service. This 
manipulation is in line with those used in prior experiments in the 
marketing literature (e g., Simonson 1992) 

"Responses on this variable indicate that, as expected, subjects 
in the satisfied conditions rated their services significantly higher 
than did those in the dissatisfied conditions (F(1,152) = 265.05, p< 
.0001) 
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Results 


We tested the effects reported subsequently using a multi- 
factor analysis of variance (ANOVA). Unless otherwise 
specified, we used two-tailed significance tests to estimate 
all simple effects. In Table 4, we report all effects estimated 
regarding the key dependant variable. In addition, we pro- 
vide the means of the key dependent measure, namely, will- 
ingness to remain in the service in question, across experi- 
mental conditions. 

H, predicts that, all else being equal, consumers asked to 
anticipate regret associated with dropping a service in error 
would be less likely to drop the service than would those who 
were not asked to make this consideration. The hypothesis 
was supported by a significant main effect for regret condition 
(F(1,152) = 17.48, p < .0001). Subjects in the regret condition 
were significantly more likely (than those in the control) to 
remain in the service relationship (X... = 5.0, Xcontrol = 4.2). 


TABLE 4 
Full Mode! ANOVA and Cell Means: Study 2 


Full Model ANOVA (Dependent Variable: 
Keep Likelihood) 


Proba- 
Effect F-Value bility > F 
Satisfaction 246.75 .0001 
Regret condition 17.58 .0005 
Satisfaction x regret 1.71 .1932 
Service type 14.52 .0002 
Service type x satisfaction 6.79 .01 
Service type x regret 4.77 .03 
Service type x satisfaction x regret .76 .38 


Cell Means Across Experimental Conditions 
(Dependent Varlable: Keep Likelihood*) 


Satisfaction 
6.18 


Ongoing service 
6.3a 
Transaction-based 
service 
5.3b 


Regret primed 
6.18 


Ongoing service 
5.6b 
Transaction-based 
service 
6.58 


No regret primed 
6.14 


Dissatisfaction Regret primed Ongoing service 
3.16 3.98 4.4c 
Transaction-based 
service 
3.4d 


No regret primed Ongoing service 

2.4b 2.6e 

Transaction-based 
service 

2.18 

*Higher numbers are associated with a greater reported likelihood of 
keeping (continuing) the service in question 
&b.c.deColumn means with different superscnpts are significantly dif- 
ferent at p < .05. 


Our next prediction, Hs, was that the extent to which con- 
sumers who are actively considering anticipated regret expect 
to anticipate regret over dropping a given service would be 
affected by the type of service in question. Specifically, we 
hypothesized that subjects would anticipate greater regret 
over dropping ongoing versus transaction-based services in 
error. Our findings support this prediction. We find a signifi- 
cant interaction effect between the regret condition and the 
service type variable (F(1,152) = 4.91, p < .05). As expected, 
among subjects in the anticipated regret conditions, subjects 
in the ongoing service relationships reported that they would 
anticipate feeling more regret over dropping their service in 
error than did those in the transaction-based services 
(Xongomg = 5.1, Xtrans-based = 4-2; t(152) = 2.16, p < .05). Also 
as expected, the difference between anticipated regret for sub- 
jects in ongoing versus transaction-based service relationships 
was not statistically significant for those in the control (or no- 
regret) groups (Xongoing = 3.9, Xtrans-based = 4.2; t(152), p > .5). 

In Hg, we predicted that the effect of regret would be 
moderated by the type of service considered, such that the 
effect of regret on the keep/drop decision would be greater 
for ongoing than transaction-based services. Therefore, we 
sought a significant regret x service type interaction. Our 
results also show support for this hypothesis. Specifically, 
the predicted interaction was significant (F(1,152) = 4.77, 
p < .05). In line with the theory developed, subjects were 
more greatly affected by concerns for regret in the ongoing 
service conditions (X; = 5.3 versus Xeontro) = 4.1) than in 
transaction-based service conditions (aere = 4.7 versus 
Xcontro) = 4.3). Additional analysis revealed that, as 
expected, the simple effect of regret was significant within 
levels of both service types (t(152) — 4.52, p « .001 and 
t(152) = 1.41, Pi-taileq < .05, respectively).8 

With respect to the predicted regret x satisfaction inter- 
action, our hypothesis (H7) was supported. The regret x sat- 
isfaction interaction was significant (F(1,152) = 14.52, p < 
-001), revealing that the effect of regret (versus no regret) on 
dissatisfied subjects (Xqisar regret = 3.9 versus X4sar, control = 
2.3) was greater than on subjects in the satisfaction condi- 
tions (Xs. regret = 6.10 versus X,,, control = 6.05). Additional 
analysis revealed that the simple effect of regret was signif- 
icant within the dissatisfied conditions (i.e., dissatisfied with 
regret prime versus dissatisfied without regret prime) 
(t(152) = 5.67, p < .0001). However, thinking about regret 
did not significantly alter satisfied subjects' responses (ver- 
sus the control group) (t(152), p » .5). 

Finally, in Hg, we predicted that the differential effect of 
regret on dissatisfied compared with satisfied consumers 
(i.e., the interaction predicted in H7) would be even greater 
for consumers in ongoing services than for those in 
transaction-based services. Although the means are in the 
predicted direction, we did not find a significant three-way 
interaction among regret, satisfaction, and service type 


8We find a simple effect in which, within the satisfied/no regret 
condition, participants in the transaction-based service condition 
are more likely to stay than those in the ongoing service condition. 
However, the overall three-way interaction is not significant. This 
simple effect was not expected but suggests that perhaps the dis- 
tinctions between transaction-based and ongoing service relation- 
ships warrant further research. 


(F(1,152) = .14, p > .5). In other words, the type of service 
in question did not further moderate the interactive effects of 
regret and satisfaction. 


Study 2 Discussion 


The results of this study show support for the predicted influ- 
ence of anticipated regret, a second future-oriented considera- 
tion, on consumers' keep/drop decisions. Overall, we find that 
when consumers are primed merely to consider the regret they 
might experience from dropping (or discontinuing) a given ser- 
vice in error, they are more likely to continue consuming (or 
repatronizing) the service. As expected, the level of satisfaction 
in question moderated the main effect for anticipated regret. 
However, our simple effects analysis revealed that the effect of 
regret was limited to consumers who were dissatisfied (sup- 
porting H;). Although we expected a relatively small effect of 
regret on those who were satisfied, our results show no effect 
of anticipated regret on these consumers. The marketing impli- 
cations of these results are discussed in the subsequent section. 
The results also suggest that the amount of regret con- 
sumers expect to feel over a given keep/drop decision is sig- 
nificantly influenced by the type of service relationship in 
question; consumers anticipated feeling more regret over 
dropping ongoing versus transaction-based service relation- 
ships. As a result, consumers in ongoing services, for whom 
dropping the service required a deviation from the default, 
were even more hesitant to drop the relationship than those 
who were deciding whether to repurchase or reuse the more 
transaction-based service, even when the latter consumers 
were dissatisfied. These results provide support for the con- 
ceptual distinction drawn between the two service types. 
We did not find that the predicted relationship between 
regret and satisfaction was further moderated by the nature 
of the service in question. In other words, we did not find, as 
we predicted in Hg, that dissatisfied consumers asked to con- 
sider anticipated regret would be more likely to remain in the 
ongoing than the transaction-based relationship. Although 
we failed to find statistically significant differences, the 
results indicate that the trend in means is as predicted. 


General Discussion 


Taken together, the findings support our assertion that con- 
sumers are forward-looking with respect to the decision to 
remain in or leave service relationships. This forward- 
looking aspect of consumer decision making has several 
implications for marketing theory and practice. 


Theoretical Implications 


First, our framework motivates the inclusion of forward- 
looking aspects into models predicting customer retention. 
This inclusion is validated not only by our findings regard- 
ing the impact of regret on satisfaction but also by the 
demonstrated effect of expected future use considerations on 
the keep/drop decision. Specifically, this article contributes 
to the literature on customer retention in that it investigates 
the relatively underresearched impact of future use consid- 
erations on the customer's decision to remain in or leave the 
service relationship. We provide empirical and causal evi- 
dence to show that customers' future expectations of usage 
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of and benefits from a service relationship have a significant 
influence on customer retention. We believe that these 
results extend to many customer—product relationships as 
well (consider consumers who take vitamin supplements, 
for example), though we do not specifically test these exten- 
sions here.? 

Second, the results provide new insights into the 
antecedents of customers’ perceptions of expected future use 
as well. We find support for our hypotheses that customers 
update their expectations of future use following an adaptive 
expectations approach, incorporating recent usage experi- 
ences into their next-period expectations. Taken together 
with the finding that expected future use is a key element in 
the customer. keep/drop decision, these findings provide 
additional understanding of this key construct. 

Third, our finding that the influence of regret on con- 
sumers’ decisions is stronger for ongoing services than 
transaction-based services provides additional insight into 
the customer retention decision. In particular, by using norm 
theory to conceptually distinguish ongoing from 
transaction-based service types, we introduce one theoreti- 
cal basis for predictions and managerial insights regarding 
these disparate service types. Our research also highlights 
yet another marketing domain, consumers’ keep/drop deci- 
sions, in which the extant literature on anticipated regret 
seems particularly instructive. Similar to Simonson's (1992) 
findings, our data show that anticipated future regret can 
increase status quo—oriented behavior in this domain. In 
addition, our investigations enable us to test the relative 
strength of this status quo effect by demonstrating its persis- 
tence in situations in which consumers are clearly dissatis- 
fied with the current course of action. Moreover, we advance 
the understanding of the effects of anticipated regret on con- 
sumer behavior by demonstrating how anticipated regret 
affects the keep/drop decision and how the effects of antici- 
pated regret differ depending on the context of the decision 
(e.g., ongoing relationship versus transactional exchange). 

Finally, this article contributes to the customer retention 
literature by testing a model in which customer retention is 
measured as actual customer behavior rather than as “inten- 
tion to repurchase" the service. Many prior studies (Ander- 
son and Sullivan 1993; Boulding et al. 1993; Zeithaml and 
Parasuraman 1996) find a strong link among customer satis- 
faction, perceived service quality, and intent to repurchase, 
but they have not observed the customer's actions directly 
(i.e., whether the customer actually remained in or severed 
the relationship). In light of research by Morwitz, Johnson, 
and Schmittlein (1993) that suggests that simply measuring 
intent to purchase or repurchase may affect actual behavior, 
directly observing customers' actions can reveal greater 
insights into this relationship. 

It is useful to contrast our model with an updating 
approach to consumer decision making (e.g., Boulding et al. 
1993; Rust et al. 1999). In an updating framework, con- 
sumers incorporate new experiences of a product or service 
by updating their existing perceptions of the product or ser- 
vice (e.g., overall satisfaction) on the basis of the new expe- 
rience. This new, updated perception would then be used as 


9We thank an anonymous reviewer for this suggestion. 
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the basis for the decision to continue or discontinue the ser- 


vice relationship. In contrast, our results suggest that 1t 1s 
important to consider the process by which and the extent to 


` which consumers' evaluations of the future benefits (or 


losses) they expect to receive from the service influence their 
current decisions. As such, we provide a deeper understand- 
ing of the differential effects of these future states (expected 
future use and anticipated regret) on consumers' keep/drop 
decisions, over and above the traditional service quality and 
satisfaction updating mechanism described previously. 


Implications for Marketing Practice 


The forward-looking model of consumers' keep/drop deci- 
sions provides significant insights for marketing managers 
and their customers. Marketers have moved from a world in 
which a static understanding of customers (e.g., demograph- 
ics, psychographics, current satisfaction, current purchase 
patterns) was sufficient. Marketers now need to understand 
customers in a dynamic, changing environment and engage 
in dynamic customer relationship management—under- 
standing that consumers take into account aspects of the past, 
present, and future, including future expectations (of them- 
selves and of the firm), when determining whether to con- 
tinue to do business with a firm. If firms fail to take into 
account this idea that consumers are involved planners and 
forecasters, as well as “evaluators” of their services, they will 
miss a key opportunity to manage the customer relationship. 

If a firm wants to retain current customers, customer 
expectations of future benefits should be a primary focus. 
We have shown that customers’ expectations of their own 
behavior are key in the decision to keep or drop a service. 
Marketing managers need to consider how such expecta- 
tions can be managed. In addition to customer satisfaction, 
firms should measure customers’ expected future benefits 
(e.g., anticipated usage, anticipated future changes) and cur- 
rent usage levels. 

Marketing strategies for both new and existing cus- 
tomers should take customer future expectations into 
account, considering how each element of the marketing mix 
(e.g., changes in the service, marketing communications, 
pricing strategy) may affect customers’ current usage levels 
and expectations of future use. For example, will a new ser- 
vice attribute encourage customers to use the service more 
(or to expect to use the service more)? Marketing actions that 
either (1) increase customer expectations of future use or (2) 
increase actual usage should provide a significant increase in 
the likelihood that the customer continues the relationship. 

In addition, the finding that anticipated future regret sig- 
nificantly influences the customer’s decision to keep or drop 
the service presents an exciting marketing opportunity. Mar- 
keting managers, especially in ongoing services, may find it 
useful to integrate anticipated regret into marketing commu- 
nications, retention-based marketing, and other interactions 
with the customer. By making this potential regret salient to 
customers before the keep/drop decision, firms may be able 
to reduce churn rates and may get a “second chance"—to 
turn a dissatisfied customer into a satisfied customer or to 
regain the trust of a customer who otherwise would not have 
been retained. Marketing strategies, especially those 
designed to maintain or enhance relationships with existing 


customers, should be designed with these ideas in mind. In 
particular, firms should consider how other aspects of the 
strategy (e.g., communications placement and content, ser- 
vice enhancement announcements, Internet strategy) might 
“prime” anticipated regret in current customers and the 
effect of this potential regret on the customer’s relationship 
with the firm. 

This research has implications for consumers as well. As 
more and more firms seek to build and strengthen relationships 
with their customers, consumers need to examine whether 
these relationships provide real value (see Fournier, Dobscha, 
and Mick 1998). The results of this research suggest a con- 
sumer bias toward anticipated regret when a service is thought 
of as an ongoing relationship rather than as a simple transac- 
tional exchange. This suggests that consumers might want to 
examine whether there is truly additional utility provided by a 
firm’s “relational positioning,” so as not to be overly influ- 
enced by the marketer’s relationship-building efforts. 

Taken together, the results presented here suggest that 
firms that consider satisfaction to be the primary tool to 
manage customer retention are missing significant opportu- 
nities. Our findings suggest that consumers are significantly 
forward-looking when they make the decision to continue 
(or discontinue) a service relationship. Failure to consider 
these components may lead firms to underestimate the like- 
lihood that satisfied customers may defect and to overesti- 
mate defection rates for dissatisfied customers, thereby 
potentially misallocating resources to customer retention 
efforts. 

It is important to note the limitations of this research. 
First, we have only begun to examine the influence of con- 


sumers’ forward-looking considerations on the retention 
decision. Further research should examine aspects such as 
expectations of future satisfaction and a broader view of 
expectations of future benefits to be derived from the rela- 
tionship. Second, although our first study uses real-world 
customer data, our second study entails a laboratory experi- 
ment in which hypothetical scenarios were used. The 
strength of the laboratory experiment is that it has strong 
internal validity and provides a critical test of the theoretical 
framework (for discussions, see Lynch 1999; Plott 1991). 
However, further research should examine the anticipated 
regret in an actual Oe, not imagined) purchase or repur- 
chase setting. Third, our findings are limited to the effects of 
these future considerations in only two industries, entertain- 
ment and grocery delivery. Further studies should test these 
hypotheses in other industries. Finally, the model does not 
take into account noneconomic costs of discontinuing ser- 
vice (e.g., opportunity costs, psychological costs). More 
important, in further research, we hope to examine more 
fully the interactions of past-focused measures (other than 
satisfaction), situational variables (such as amount of time 
the “customer has available), and these future-focused 
aspects of the decision. 

In summary, firms must recognize that consumers are 
active forecasters, taking future considerations into account 
in their current decision-making efforts. As a result, firms 
must begin to develop dynamic customer relationship man- 
agement strategies. These strategies should take into 
account not only the actions the firm takes to build and man- 
age the relationship but also, insofar as is possible, the future 
projections of customers. 





REFERENCES 


Anderson, Eugene and Mary Sullivan (1993), “The Antecedents 
and Consequences of Customer Satisfaction for Firms," Mar- 
keting Science, 12 (Spring), 125-43. 

Belk, Russell (1974), "An Exploratory Assessment of Situational 
Effects in Buyer Behavior," Journal of Marketing Research, 11 
(2), 156-63. 

Bell, David E. (1982), “Regret in Decision-Making Under Uncer- 
tainty,” Operations Research, 30 (5), 961-81. 

(1985), “Disappointment in Decision-Making Under 
Uncertainty," Operations Research, 33 (8), 1-27. 

Ben-Akiva, Moshe and Steven Lerman (1985), Discrete Choice 
Analysis: Theory and Application to Travel Demand. Cam- 
bridge, MA: The MIT Press. 

Bolton, Ruth (1998), "A Dynamic Model of the Duration of the 
Customer's Relationship with a Continuous Service Provider: 
The Role of Satisfaction," Marketing Science, 17 (1), 45—65. 

Boone, Derrick S., Katherine N. Lemon, and Richard Staelin 
(2001), “The Impact of Firm Introductory Strategies on Con- 
sumer Perceptions of Future Product Introductions and Pur- 
chase Decisions," Journal of Product and Innovation Manage- 
ment, 18 (March), 96-109. . 

Boulding, William, Ajay Kalra, Richard Staelin, and Valarie A. 
Zeithaml (1993), "A Dynamic Process Model of Service Qual- 
ity: From Expectations to Behavioral Intentions," Journal of 
Marketing Research, 30 (February), 7-27. 

Bridges, Eileen, Chi Kin Kim, and Richard Briesch (1995), "A 
High-Tech Product Market Share Model with Customer Expec- 
tations,” Marketing Science, 14 (1), 61-81. 

Connolly, Terry, Lisa D. Ordonez, and Richard Coughlan (1997), 
“Regret and Responsibility in the Evaluation of Decision Out- 





comes," Organizational Behavior and Human Decision 
Processes, 70 (1), 73-85. 

Cronin, J Joseph and Steven A. Taylor (1992), “Measuring Service 
Quality: A Reexamination and Extension," Journal of Market- 
ing, 56 (3), 55-68. 

Fournier, Susan M., Susan Dobscha, and David Mick (1998), "Pre- 
venting the Premature Death of Relationship Marketing," Har- 
vard Business Review, 76 (January/February), 42-51. 

Giese, Joan L. and Joseph A. Cote (2000), "Defining Consumer 
Satisfaction" Academy of Marketing Science Review, 
(accessed June 1), [available at http://www amsreview.org/ 
amsrev/theory/gieseO1-00.html]. 

Gilovich, Thomas and Victoria H. Medvec (1994), “The Temporal 
Pattern to the Experience of Regret,” Journal of Personality and 
Social Psychology, 67 (3), 357-65. 

Gleicher, Faith, Kathryn A. Kost, Sara M. Baker, Alan J. Strath- 
man, Steven A. Richman, and Steven J. Sherman (1990), 
“The Role of Counterfactual Thinking in Judgment of 
Affect,” Personality and Social Psychology Bulletin, 16 
(June), 284-95. 

Guadagni, Peter M. and John D.C. Little (1983), “A Logit Model 
of Brand Choice Calibrated on Scanner Data,” Marketing Sci- 
ence, 2 (3), 203-38. 

Gupta, Sunil (1988), “Impact of Sales Promotions on When, What, 
and How Much to Buy,” Journal of Marketing Research, 25 
(November), 342-55. 

Hamer, Lawrence O., Ben Shaw-Ching Liu, and D. Sudharshan 
(1999), “The Effects of Intraencounter Changes in Expectations 
on Perceived Service Quality Models,” Journal of Service 
Research, 1 (February), 275-89. 


Dynamic Customer Relationship Management / 13 


Holak, Susan, Donald Lehmann, and Fareena Sultan (1987), “The 
Role of Expectations in the Adoption of Innovative Consumer 
Durables: Some Preliminary Evidence,” Journal of Retailing, 3 
(Fall), 243-59. 

Hunt, H. Keith (1977), “CS/D—Overview and Future Research 
Directions,” in Conceptualization and Measurement of Con- 
sumer Satisfaction and Dissatisfaction, H. Keith Hunt, ed. 
Cambridge, MA: Marketing Science Institute, 455-88. 

Inman, Jeffrey, James Dyer, and Jianman Jia (1997), “A General- 
ized Utility Model of Disappointment and Regret Effects on 
Post-choice Valuation,” Marketing Science, 16 (2), 97-111. 

Jacobson, Robert and Carl Obermiller (1990), “The Formation of 
Expected Future Price: A Reference Price for Forward- 
Looking Consumers,” Journal of Consumer Research, 16 
(March), 420-32. 

Josephs, Robert A., Richard P. Larrick, Claude M. Steele, and 
Richard E. Nisbett (1992), “Protecting the Self from the Nega- 
tive Consequences of Risky Decisions,” Journal of Personality 
and Social Psychology, 62 (January), 26-37. 

Kahneman, Daniel and Dale T. Miller (1986), "Norm Theory: 
Comparing Reality to its Alternatives," Psychological Review, 
93, 136-53. 

and Amos Tversky (1982), “The Psychology of Prefer- 
ences," Scientific American, 246 (January), 160-73. 

LaBarbera, Priscilla and David Mazursky (1983), "A Longitudinal 
Assessment of Consumer Satisfaction/Dissatisfaction: The 
Dynamic Aspect of the Cognitive Process," Journal of Market- 
ing Research, 20 (4), 393-404. 

Landman, Janet (1987), "Regret and Elation Following Action and 
Inaction: Affective Responses to Positive Versus Negative Out- 
comes," Personality and Social Psychology Bulletin, 13 
(December), 524-36 

Loomes, Graham (1982), "Regret Theory: An Alternative Theory 
of Rational Choice Under Uncertainty," The Economic Journal, 
92 (December), 805-24. 

Lynch, John G., Jr. (1999), “Theory and External Validity,” Journal 
of the Academy of Marketing Science, 27 (Summer), 367—76. 

Miller, Dale T. and Brian Taylor (1995), “Counterfactual Thought, 
Regret, and Superstition: How to Avoid Kicking Yourself," in 
What Might Have Been: The Social Psychology of Counterfac- 
tual Thinking, Neal J. Roese and James M Olsen, eds Mah- 
wah, NJ. Lawrence Erlbaum Associates, 305—31. 

Morwitz, Vicki G., Eric Johnson, and David Schmittlein (1993), 
"Does Measuring Intent Change Behavior?" Journal of Con- 
sumer Research, 20 (June), 46—61 

Nerlove, Marc L. (1958), "Adaptive Expectations and Cobweb 
Phenomena," Quarterly Journal of Economics, 72 (2), 227-40. 

(1983), "Expectations, Plans and Realizations in Theory 
and Practice,” Econometrica, 51 (September), 1251-79. 

Oliver Richard L. (1977), "Effect of Expectation and Disconfirma- 
tion on Postexposure Product Evaluations. An Alternative 
Interpretation," Journal of Applied Psychology, 62 (4), 480-86 

(1980), “A Cognitive Model of the Antecedents and Con- 

sequences of Satisfaction Decisions," Journal of Marketing 

Research, 17 (November), 460-69 

(1981), "Measurement and Evaluation of Satisfaction 

Processes in Retail Settings," Journal of Retailing, 57 (Fall), 

25-48. 

(1996), Satisfaction: A Behavioral Perspective on the Con- 

sumer. New York: McGraw-Hill. 

and John E. Swan (1989), "Consumer Perceptions of 

Interpersonal Equity and Satisfaction in Transactions: A Field 

Survey Approach,” Journal of Marketing, 53 (2), 21-35. 

and Russell Winer (1987), "A Framework for the Forma- 

tion and Structure of Consumer Expectations Review and 

Propositions," Journal of Economic Psychology, 8 (4), 469-99 























14/ Journal of Marketing, January 2002 


Plott, Charles R. (1991), "Will Economics Become an Experi- 
mental Science?" Southern Economic Journal, 57 (April), 
901-19. 

Reichheld, Frederick (1996), Loyalty Effect: The Hidden Force 
Behind Growth, Profits and Lasting Value. Cambridge, MA: 
Harvard Business School Press. 

Roberts, John H. and Glen L. Urban (1988), "Modeling Multiat- 
tribute Utility, Risk, and Belief Dynamics for New Consumer 
Durable Brand Choice,” Management Science, 34 (2), 167-85. 

Rust, Roland, Jeffrey J. Inman, Jianmin Jia, and Anthony Zahorik 
(1999), "What You Don't Know About Customer-Perceived 
Quality: The Role of Customer Expectation Distributions," 
Marketing Science, 18 (1), 77—92. 

and Anthony Zahorik (1993), "Customer Satisfaction, Cus- 

tomer Retention, and Market Share," Journal of Retailing, 69 

(2), 193-215. 

i , and Timothy L. Keiningham (1995), "Return on 
Quality (ROQ): Making Service Quality Financially Account- 
able,” Journal of Marketing, 59 (2), 58-71. 

Shaw, Graham Keith (1984), Rational Expectations. New York: St. 
Martin’s Press. 

Sherman, Roberta T. and Craig A. Anderson (1987), “Decreasing 
Premature Termination from Psychotherapy,” Journal of Social 
and Clinical Psychology, 5 (3), 298-312. 

Simonson, Itamar (1992), “The Influence of Anticipating Regret 
and Responsibility on Purchase Decisions,” Journal of Con- 
sumer Research, 19 (June), 105-18. 

Spranca, Mark, Elisa Minsk, and Jonathon Baron (1991), “Omis- 
sion and Commission in Judgment and Choice,” Journal of 
Experimental Social Psychology, 27, 76-105. 

Taylor, Shelley E. and Lien Pham (1996), “Mental Simulations, ` 
Motivation and Action,” in The Psychology of Action: Linking 
Cognition and Motivation to Behavior, Peter Gollwitzer and 
John Bargh, eds. New York: Guilford Press, 219-35. 

s , Inna Rivkin, and David Armor (1998), “Harness- 

ing the Imagination: Mental Simulation, Self-Regulation and 

Coping,” American Psychologist, 53 (4), 429-39. 

and Sherry K. Schneider (1989), “Coping and the Simula- 
tion of Events," Social Cognition, 7 (2), 174—94. 

Taylor, Stephen and T. Baker (1994), "An Assessment of the Rela- 
tionship Between Service Quality and Customer Satisfaction in 
the Formation of Consumers' Purchase Intentions,” Journal of 
Retailing, 70 (2), 163—78. 

Tse, David K. and Peter C. Wilton (1988), "Models of Consumer 
Satisfaction Formation: An Extension," Journal of Marketing 
Research, 25 (May), 204-12. 

Tsiros, Michael and Vikas Mittal (2000), “Regret: A Model of Its 
Antecedents and Consequences in Consumer Decision Mak- 
ing,” Journal of Consumer Research, 26 (March), 401-17. 

Van Dijk, Wilco W., Joop van der Pligt, and Marcel Zeelenberg 
(1999), “Effort Invested in Vain: The Impact of Effort on the 
Intensity of Disappointment and Regret,” Motivation and Emo- 
tion, 23 (September), 203-20. 

Winer, Russell (1985), “A Price Vector Model of Demand for Con- 
sumer Durables’ Preliminary Developments,” Marketing Sci- 
ence, 4 (Winter), 74-90. 

Zeelenberg, Marcel (1999), “Anticipated Regret, Expected Feed- 
back and Behavioral Decision Making,” Journal of Behavioral 
Decision Making, 12 (2), 93-106. 

, Jane Beattie, Joop van der Plight, and Nanne de Vries 
(1996), "Consequences of Regret Aversion: Effects of Expected 
Feedback on Risky Decision-Making," Organizational Behav- 
ior and Human Decision Processes, 65 (February), 148—58. 

Zeithaml, Valarie A., Leonard L. Berry, and A Parasuraman 
(1996), “The Behavioral Consequences of Service Quality," 
Journal of Marketing, 60 (April), 31—46. 























Deepak Sirdeshmukh, Jagdip Singh, & Barry Sabol 


Consumer Trust, Value, and Loyalty 
in Relational Exchanges 


The authors develop a framework for understanding the behaviors and practices of service providers that build or 
deplete consumer trust and the mechanisms that convert consumer trust into value and loyalty in relational 
exchanges. The proposed framework (1) uses a multidimensional conceptualization for the trustworthiness con- 
struct; (2) incorporates two distinct facets of consumer trust, namely, frontline employees and management poli- 
cies and practices; and (3) specifies value as a key mediator of the trust-loyalty relationship. The authors test the 
proposed model using data from two service contexts—retail clothing (N = 264) and nonbusiness airline travel (N= 
113). The results support a tripartite view of trustworthiness evaluations along operational competence, operational 
benevolence, and problem-solving orientation dimensions. Moreover, the authors find evidence of contingent 
asymmetric relationships between trustworthiness dimensions and consumer trust. For frontline employees, benev- 
olent behaviors demonstrate a dominant “negativity” effect (i.e., a unit negative performance has a stronger effect 
than a unit positive performance), whereas problem-solving orientation has a dominant "positivity" effect (i.e., a unit 
positive performance has a stronger effect than a unit negative performance). Value completely mediates the effect 
of frontline employee trust on loyalty in the retailing context and partially mediates the effect of management poli- 
cies and practices trust on loyalty in the airlines context. The role of frontline employees is more critical in the retail- 
ing context, whereas management practices and policies play the dominant role in the airlines context. Overall, the 
proposed framework successfully models trust and loyalty mechanisms across the two Industries examined in the 


study, while remaining sensitive to essential contextual differences. 


heightened interest in the role of trust in fostering 
strong relationships. As Berry (1996, p. 42) asserts, 
"the inherent nature of services, coupled with abundant mis- 
trust in America, positions trust as perhaps the single most 
powerful relationship marketing tool available to a com- 
pany.” Likewise, Spekman (1988, p. 79) has observed that 
trust is the "cornerstone" of long-term relationships. Not 
surprisingly, several conceptual (Gundlach and Murphy 
1993; Nooteboom, Berger, and Noorderhaven 1997) and 
empirical (Garbarino and Johnson 1999; Tax, Brown, and 
Chandrashekaran 1998) studies have posited trust as a key 
determinant of relational commitment. For example, Urban, 
Sultan, and Qualls (2000) propose customer trust as an 
essential element in building strong customer relationships 
and sustainable market share. More directly, Reichheld and 
Schefter (2000, p. 107) observe that "[t]o gain the loyalty of 
customers, you must first gain their trust." 
Despite the well-recognized significance of trust build- 
ing in consumer-firm relationships, few studies have exam- 


T^ growing importance of relationship marketing has 
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ined company behaviors and practices that build or deplete 
consumer trust or the mechanisms by which these behav- 
iors/practices contribute to trust enhancement and/or deple- 
tion. Instead, most studies have focused on the conse- 
quences of perceived trust for outcomes such as loyalty and 
cooperation (Garbarino and Johnson 1999; Tax, Brown, and 
Chandrashekaran 1998). Therefore, although sufficient evi- 
dence exists to suggest that trust matters for critical rela- 
tional outcomes, fundamental gaps remain in the under- 
standing of the factors that build or deplete consumer trust 
and the mechanisms that might explain the process of trust 
enhancement or depletion in consumer-firm relationships. 
This research aims to fill the preceding gap in the litera- 
ture. Specifically, four aspects of our study are noteworthy. 
First, we distinguish between trustworthiness and trust; 
develop a multifaceted, multidimensional model of the 
behavioral components of trustworthiness; and examine 
their differential effects on consumer trust. The focus on 
specific behavioral dimensions for two key facets of rela- 
tional exchanges—frontline employee (FLE) behaviors and 
management policies and practices (MPPs)—is conceptu- 
ally appealing because these dimensions and facets are 
rooted in strong theoretical frameworks and facilitate a fine- 
grained understanding of their differential effects on con- 
sumer trust. Moreover, this focus is managerially useful 
because it pinpoints those frontline behaviors and manage- 
ment practices that likely are the key drivers of consumer 
trust. Second, in mapping the mechanisms that link trust- 
worthy behaviors and practices to consumer trust, we do not 
limit our conceptualizations to simple, linear relationships. 
Instead, on the basis of emerging theoretical ideas in social 
psychology and decision-making research, we postulate 
contingent asymmetric relationships. Specifically, we allow 
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for the possibility that the trust-building effect of a unit pos- 
itive change in performance on any factor of trustworthy 
behaviors/practices may not be equivalent to the trust deple- 
tion effect produced by a unit negative change in perfor- 
mance. Managerially, this implies that for some dimensions, 
negative performance may not deplete consumer trust sig- 
nificantly, and positive performance on other dimensions 
may not build consumer trust. Linear conceptualizations fail 
to reveal such theoretically and managerially interesting 
asymmetries. Third, we do not study consumer trust in iso- 
lation. Rather, we test a nomological model that proposes 
interrelationships among consumer trust and loyalty, in 
which value serves as a critical mediating variable. This 
approach provides several advantages, including (1) a direct 
confrontation of the thesis that consumer trust matters in 
relational exchanges, (2) understanding the differential 
effects of trust facets on value and loyalty, and (3) insights 
into mechanisms that link consumer trust and loyalty. To 
enhance the validity of our nomological model, we control 
for recency effects by partialling out the effect of satisfac- 
tion, a transactional variable capturing customers’ experi- 
ences during the most recent episode. Fourth, to examine the 
sensitivity of the proposed model, we use data from two dif- 
ferent relational service contexts for empirical testing. In 
particular, we use data from retail (i.e., major clothing pur- 
chase from a frequently visited department store) and ser- 
vice (i.e., nonbusiness travel on a frequently used airline) 
industries. We begin our discussion with the proposed con- 
ceptual model. 


, 


A Model of Trustworthy Behaviors 
and Practices, Trust, Value, and 


Loyalty 
The conceptual model guiding this research is depicted in Fig- 
ure 1. The proposed model draws from the diverse research on 
trust in social relationships (Deutsch 1958; Sorrentino et al. 
1995) and interorganizational relationships (Moorman, Desh- 
pande, and Zaltman 1993; Morgan and Hunt 1994). However, 
we recognize that the distinct characteristics of consumer- 
firm exchanges, including unique structural aspects (Fournier, 
Dobscha, and Mick 1998), asymmetric relationship motiva- 
tions (Deighton and Grayson 1995), and desired end states 
(Gwinner, Gremler, and Bitner 1998), make the direct transla- 
tion of constructs from other contexts difficult at best and 
inappropriate at worst. Therefore, we used caution in translat- 
ing constructs and adapting conceptualizations based on 
related literature in consumer behavior. We begin our discus- 
sion of the proposed model by conceptualizing consumer trust 
and distinguishing it from trustworthy behaviors and practices. 


Facets of Consumer Trust and Trustworthy 
Behaviors and Practices 


As in Figure 1, we conceptualize consumer trust as a multi- 
faceted construct, involving FLE behaviors and MPPs as 
distinct facets. In the literature, some authors have concep- 
tualized trust in conative or behavioral terms (Ganesan 
1994; Mayer, Davis, and Schoorman 1995). Emphasizing 
behavioral intent, Moorman, Zaltman, and Deshpande 


FIGURE 1 
The Empirical Model Tested for Estimating the Interrelationships Among Trustworthiness, Trust, Value, 
and Loyalty 


Dimension of MPP 
Trustworthiness 


Dimension of FLE 
Trustworthiness 





Identifies relatonships that are hypothesized to have asymmetric effects. 


A 
sar Identifies that the recency effects due to encounter-specific satisfaction have been modeled. 
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(1992, p. 315) define trust as “a willingness to rely on an 
exchange partner in whom one has confidence.” Other 
researchers use cognitive or evaluative definitions of trust, 
arguing that the link between trust evaluations and behav- 
ioral response should be open to empirical investigation and 
likely subject to the influence of other contextual factors 
(Doney and Cannon 1997; Morgan and Hunt 1994). Adopt- 
ing this approach, Morgan and Hunt (1994, p. 23) define 
trust "as existing when one party has confidence in the 
exchange partner's reliability and integrity" Therefore, we 
define consumer trust as the expectations held by the con- 
sumer that the service provider is dependable and can be 
relied on to deliver on its promises.! 

Consumers' trust in the service provider is hypothesized 
to develop around two distinct facets, FLEs and MPPs.2 In 
most service contexts, these facets are structurally distinct 
nodes around which the customer is likely to make indepen- 
dent judgments during the course of a service exchange. For 
example, it is plausible for a consumer to trust a retail cloth- 
ing store's management but view its salespeople with less 
trust or, perhaps, with distrust. These differences may occur 
because the inferential basis of evaluations is different; FLE 
evaluations are based on observed behaviors that are demon- 
strated during the service encounter, whereas MPP judg- 
ments are based on the policies and practices governing the 
exchange. The inclusion of multiple facets in consumer 
evaluations of services has been supported by several 
authors (Crosby and Stephens 1987; Doney and Cannon 
1997; Singh 1991). Crosby and Stephens (1987) conceptu- 
alize consumers’ overall satisfaction with a service as hav- 
ing three distinct facets, including satisfaction with (1) the 
contact person, (2) the core service, and (3) the organization. 
Likewise, in a medical service context, Singh (1991) 
demonstrates that the consumer’s judgments of satisfaction 
at three distinct nodes, including the physician, hospital, and 
insurance provider, achieve discriminant validity. 

More important, the preceding studies demonstrate that 
a multifaceted conceptualization is not only consistent with 
data on consumer/buyer judgments but also more likely to 
reveal the differential effects of the facets. For example, in 
Crosby and Stephens’s (1987) study, each facet of satisfac- 
tion relates to different sets of antecedents (e.g., contact 
person satisfaction is mostly sensitive to interactional fac- 
tors) and contributes uniquely to overall satisfaction. Like- 
wise, Macintosh and Lockshin (1997) find that for cus- 
tomers with strong interpersonal ties with a retail 
salesperson, store loyalty and purchase intentions are influ- 
enced more strongly by salesperson trust than by store 
trust. In contrast, trust in the store was a critical determi- 


! Unless otherwise specified, the term “service provider" is used 
1n this article to refer to the service organization as an entity. When 
appropriate, distinct facets including company management and 
FLEs are identified and referred to separately. 

2The specific facet of interest in this research is “management 
policies and practices,” or MPPs, rather than management. The 
focus is on the specific domain of policies and practices that con- 
sumers experience rather than consumers’ overall perceptions of 
the company’s management. 


nant of store loyalty for consumers without such interper- 
sonal ties. 

Consequently, trustworthy behaviors and practices are 
conceptualized distinctly for FLEs (i.e., trustworthy behav- 
iors) and management (e, trustworthy practices). We 
define trustworthiness to include FLE behaviors and MPPs 
that indicate a motivation to safeguard customer interest. 
Recognizing that only a subset of the complete domain of 
observed behaviors and practices is likely to be relevant for 
the trustworthiness construct, prior research has sought to 
identify valid and relevant dimensions (Ganesan 1994; 
Smith and Barclay 1997). Invariably, a multidimensional 
conceptualization is suggested that includes notions of (1) 
competence and (2) benevolence. Next, we develop and 
extend this conceptualization by including problem-solving 
orientation as the third dimension of trustworthiness. We ini- 
tially propose hypotheses for direct, linear, symmetric 
effects of trustworthy behaviors and practices on their cor- 
responding trust facets. Thereafter, we discuss the potential 
for asymmetries and propose hypotheses for empirical test- 
ing. This coheres with our methodological approach, in 
which we examine the asymmetrical hypotheses for their 
incremental contribution to a baseline model of symmetrical 
effects. 

Readers will note that our discussion of the development 
of trustworthiness cognitions in the following sections is in 
the context of “experience” services, in which consumers 
have the ability to make judgments by processing experi- 
ence information. In contrast, judgments of trustworthiness 
and development of trust in “credence” contexts are more 
likely to approximate bonding and signaling processes, 
because consumers are unable to obtain experience-based 
information veridical to the judgment at hand. We allude to 
this alternative mechanism subsequently. 


Dimensions of Trustworthy Behaviors and 
Practices and Their Effects on Trust 


Operational competence. The expectation of consistently 
competent performance from an exchange partner has been 
noted as a precursor to the development of trust in a variety of 
business relationship contexts. For example, Mayer, Davis, and 
Schoorman’s (1995, p. 717) conceptual model includes ability, 
or “that group of skills, competencies, and characteristics that 
enable a party to have influence within some specific domain,” 
as a key element of trustworthiness. Likewise, Smith and Bar- 
clay (1997) define role competence as the degree to which 
partners perceive each other as having the skills, abilities, and 
knowledge necessary for effective task performance. Sako 
(1992, p. 43) goes as far as to say that “competence trust is a 
prerequisite for the viability of any repeated transaction.” 
Empirically, competence-related dimensions have been found 
to exert a strong influence on trust in diverse contexts. For sell- 
ing alliances in the computer industry, Smith and Barclay 
(1997) find that perceptions of role competence have a signifi- 
cant effect on the partner’s willingness to invest in the relation- 
ship. Doney and Cannon (1997) find that salesperson expertise 
is a significant predictor of the buyer’s trust in the salesperson. 

We extend the preceding discussion by focusing on the 
notion of operational competence in service exchanges. By 
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operational competence, we imply the competent execution 
of visible behaviors as an indication of “service in action” 
(e.g., response speed) and distinguish it from the inherent 
competence (e.g., knowledge) of FLEs and MPPs. In 
consumer-service provider exchanges, this operational 
focus is appropriate because competence judgments are typ- 
ically based on observation of FLE behaviors and/or MPPs. 
For example, a retail salesperson may possess the knowl- 
edge or ability required to perform his or her role, but unless 
this knowledge is translated into observable behaviors (e.g., 
helping the consumer in finding a desired style of clothing), 
it is less likely to be processed as an indication of trustwor- 
thiness. Likewise, although management may be technically 
competent, consumers would likely lack information to 
make competency judgments unless it is indicated by visible 
practices (e.g., providing enough check-out counters to 
reduce wait times). Therefore, we propose that consumer 
judgments of operational competence are a critical determi- 
nant of trust and are drawn from the relevant domains of 
FLE behaviors and MPPs. 


H,: The consumer's perception of the operational competence 
evident in FLE behaviors is positively related to FLE trust. 

H5: The consumer's perception of the operational competence 
evident in MPPs is positively related to MPP trust. 


Operational benevolence. Operational benevolence is 
defined as behaviors that reflect an underlying motivation to 
place the consumer's interest ahead of self-interest. Our 
notion of operational benevolence recognizes that simply 
having a benevolent motivation is not sufficient; rather, this 
motivation needs to be operationalized in visible FLE 
behaviors and MPPs that unambiguously favor the con- 
sumer's interest, even if a cost is incurred in the process. 
Sako (1992, p. 39) refers to this dimension as "goodwill 
trust" and notes that, unlike competence trust, a benevolent 
partner *can be trusted to take initiatives [favoring the cus- 
tomer] while refraining from unfair advantage taking.” 
Benevolent behaviors provide diagnostic evidence of trust 
because by going beyond the terms of the explicit "con- 
tract," the service provider indicates proconsumer motiva- 
tions, restraint on self-serving opportunism, and a willing- 
ness to assume fiduciary responsibility (Barber 1983; 
Ganesan and Hess 1997; Morgan and Hunt 1994). Conse- 
quently, benevolent behaviors and practices are often 
regarded as “extra-role” actions that are performed at a cost 
to the service provider with or without commensurate bene- 
fits. Empirical findings generally corroborate the influence 
of operational benevolence in the development of trust (Hess 
1995; Smith and Barclay 1997). In a study of consumer trust 
in a brand, Hess (1995) demonstrates that altruism, or the 
perception that the brand has the consumer's best interests at 
heart, explains the greatest proportion (40%) of variance in 
trust. Smith and Barclay (1997) report that character 
(including operational benevolence) has a significant impact 
on investment in buyer-seller relationships. Likewise, 
McAllister (1995) finds that the manager's affective trust in 
a peer is positively affected by the citizenship or extra-role 
behaviors. 

Extending the preceding research to consumer-service 
provider exchanges, we propose that consumers formulate 
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perceptions of operational benevolence separately for FLEs 
and management on the basis of corresponding behaviors 
and practices. For example, airline management might pro- 
vide evidence of operational benevolence by instituting 
practices that indicate respect for the customers and favor 
their best interests (e.g., upgrading passengers, providing 
more leg room). In turn, because operational benevolence is 
associated with restrained opportunism and building "good- 
will,” consumers are thought to reciprocate benevolent FLE 
behaviors (MPPs) by placing greater trust in the FLE 
(management). 


Hs: The consumer's perception of the operational benevolence 
evident in FLE behaviors is positively related to FLE 
trust. 

H4: The consumer's perception of the operational benevolence 
evident in MPPs is positively related to MPP trust. 


Problem-solving orientation. Finally, problem-solving 
orientation is defined as the consumer's evaluation of FLE 
and management motivations to anticipate and satisfactorily 
resolve problems that may arise during and after a service 
exchange. It is recognized that (1) problems often arise dur- 
ing the course of service delivery (Bitner, Booms, and 
Tetreault 1990; Zeithaml and Bitner 1990) and/or in the pos- 
texchange phase (Smith, Bolton, and Wagner 1999; Tax, 
Brown, and Chandrashekaran 1998) because of service het- 
erogeneity (e.g., large variance in service delivery) and 
intangibility (e.g., quality can be reliably judged only after 
experience), and (2) the manner in which service providers 
approach such problems are critical incidents that provide 
insight into the character of the service provider (Kelley and 
Davis 1994; Smith, Bolton, and Wagner 1999). Interest in 
the problem-solving orientation of service providers can be 
traced to prior work on the role of service recovery in con- 
sumer evaluations. For example, Goodwin and Ross (1992) 
suggest that problem-solving perceptions are affected by the 
nature and promptness of company effort. Likewise, Smith, 
Bolton, and Wagner (1999) find that failures in the process 
of service delivery (attributed to the FLE) are a greater cause 
of dissatisfaction than are tangible problems such as stock- 
outs. Hart, Heskett, and Sasser (1990, p. 151) note that 
"every customer's problem is an opportunity for the com- 
pany to prove its commitment to service [and build trust]— 
even when the company is not to blame." 

The services literature offers conceptual and empirical 
evidence to suggest that problem-solving orientation is a dis- 
tinct factor in consumer judgments. Zeithaml and Bitner 
(2000, p. 179) note that “for service employees, there is a spe- 
cific need for [problem-solving] training.... [E]ffective recov- 
ery skills include hearing the customer's problems, taking ini- 
tiative, identifying solutions, and improvising.” Calantone, 
Graham, and Mintu-Wimsatt (1998, p. 21) emphasize the 
unique aspects of problem solving, noting that it is "charac- 
terized by behaviors that are cooperative, integrative, needs- 
focused, and information-exchange oriented." Levesque and 
McDougall (2000) go so far as to suggest that problem- 
solving contexts involve unique "exchanges" that occur 
within the context of the larger consumer-firm relationship. 

As such, behaviors that demonstrate a problem-solving 
orientation are related to but distinct from those demon- 


strated during routine contexts. Specifically, such behaviors 
demonstrate the firm's ability and motivation to sense and 
resolve customer problems during and after exchange 
episodes. Although operational competence and operational 
benevolence are likely to be implicated during problem 
solving, they are not likely to capture the unique cognitive 
judgments that arise during and after problem resolution.3 
Consequently, we argue that they cannot be subsumed under 
the other two dimensions, and we propose problem-solving 
orientation as a distinct dimension of trustworthiness. Sur- 
prisingly, the role of problem-solving orientation has not 
been examined in most trust research to date. One exception 
is a study by Tax, Brown, and Chandrashekaran (1998) that 
uses the justice literature to propose that fairness in problem 
solving is crucial to consumer evaluations of satisfaction 
and trust in a range of service industries (e.g., bank, 
telecommunications firm, health care insurer). Their results 
indicate that first-time customers’ dissatisfaction with prob- 
lem handling was strongly and directly related to trust in the 
service organization (B = —.73). This was also evident for 
existing customers (B = —.70), though favorable prior expe- 
riences dampened this effect. 

Drawing on the preceding literature, we posit that In ser- 
vice contexts, consumers garner evidence from FLE behav- 
iors and MPPs that facilitates evaluation of the problem- 
solving orientation of each facet (i.e., FLEs and MPPs). 
However, this evidence is not limited to postconsumption 
service failures and may include problems that the customer 
faces during the actual service encounter. For example, dur- 
ing the course of a flight, a distressed airline passenger may 
require assistance from a flight steward in contacting family 
on the ground. Similarly, airline policies and practices for 
locating and retrieving lost baggage may provide critical 
evidence of trustworthiness. Consequently, we posit that 
consumers are alert to evidence of problem-solving orienta- 
tion throughout the process of service consumption and use 
this evidence to formulate trust judgments. Therefore, 

Hs: The consumer’s perception of the problem-solving orien- 

tation evident in FLE behaviors is positively related to 
FLE trust. 

Hg: The consumer’s perception of the problem-solving orien- 

tation evident in MPPs is positively related to MPP trust. 


Thus far, we have proposed that (1) consumers use evi- 
dence from three critical domains of FLE behaviors and 
MPPs, including operational competence, operational 
benevolence, and problem-solving orientation, and (2) judg- 
ment of trust in the FLE and management is directly affected 
by consumers’ perceptions of trustworthy behaviors and 
practices. In developing the hypotheses for asymmetric 





3As we discuss in the “Methods” section, we collected qualita- 
tive data (through focus groups and depth interviews) to substanti- 
ate inductively the key dimensions of trustworthiness in consumer— 
firm relationships. Independent judges who were provided with 
definitions for each dimension coded and sorted data into prespec- 
ified dimensions. The notion that problem-solving orientation may 
be a salient and distinct factor in consumers’ trust judgments was 
evident in these codings. Specifically, judges coded a significant 
number of the total responses into problem-solving orientation for 
FLEs (23%) and MPPs (23%). 


effects of trustworthy behaviors and practices on trust, we 
view hypotheses H, to Hg as the baseline model of linear 
effects and examine the potential for asymmetries. 


Asymmetric Effects of Trustworthy Behaviors and 
Practices on Consumer Trust 


Although trust research has mostly focused on linear effects, 
we propose that trustworthy behaviors and practices may 
exert asymmetric effects on trust. That is, for any dimension 
of trustworthy behaviors an practices, negative versus posi- 
tive performance may have a differential impact on consumer 
trust. The limited research in marketing proposing asymmet- 
ric effects has primarily argued for negativity, or the domi- 
nance of negative over positive information in judgments 
(Anderson and Sullivan 1993; Mittal, Ross, and Baldasare 
1998). Theoretical support for these predictions has been pri- 
marily drawn from Kahneman and Tversky’s (1979) loss- 
aversion hypotheses and from Wyer and Gordon’s (1982) 
notion of distinctive coding of negative events in memory. 
Empirical support for these theoretical predictions has been 
found in several streams, including multiattribute judgments 
(Kahn and Meyer 1991), effects of performance on discon- 
firmation (Mittal, Ross, and Baldasare 1998), effects of dis- 
confirmation on customer satisfaction (Anderson and Sulli- 
van 1993), and effects of service quality on behavioral 
consequences (Zeithaml, Berry, and Parasuraman 1996). 

We extend this work by drawing on research in norm 
theory (Herzberg 1966) and cue diagnosticity in social judg- 
ments (Oliver 1997; Skowronski and Carlston 1987; Taylor 
1991) to propose “contingent” asymmetric effects where 
either negativity or positivity effects may be observed. In 
accord with the classic need satisfaction theories, such as 
Herzberg’s (1966) dual-factor theory, researchers distin- 
guish between "hygienes" (the dissatisfaction-avoidance 
factors) and "motivators" (the satisfaction-producing fac- 
tors). Negative performance on hygienes has a stronger 
effect on satisfaction than does positive performance, in 
accord with the negativity effect. In the case of motivators, 
however, stronger effects are expected for positive perfor- 
mance than for negative performance. Drawing from cue 
diagnosticity theory, Skowronski and Carlston (1987) note 
that the perceptual interpretation of performance on an 
attribute is affected by the person's neutral point (anchor) 
for that attribute compared with other attributes. If past per- 
formance indicates that positive (negative) performance is 
the norm, then negative (positive) performance on that 
attribute may carry a greater weight in subsequent Judg- 
ments. As such, this view rejects the notion that negativity 
effects are pervasive and argues that both negativity and pos- 
itivity effects are plausible "contingent" on the nature of the 
attribute. Several authors have found support for this contin- 
gency hypothesis (Maddox 1981; Swan and Combs 1976). 
In the context of clothing purchases, Swan and Combs 
(1976) identify "instrumental" (hygiene) factors—including 
durability and construction—that are expected to contribute 
to maintaining satisfaction or to lead to dissatisfaction when 
performance is poor. Another set of factors, identified as 
"expressive" (motivators)—including styling and color—is 
expected to enhance or maintain satisfaction. However, dis- 
satisfaction is not expected to result from poor "expressive" 
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performance. The results of the study support the predic- 
tions based on theory. Even in Mittal, Ross, and Baldasare’s 
(1998) study that proposes hypotheses solely based on neg- 
ativity arguments, some evidence of contingent effects is 
obtained. In their analysis of automobile satisfaction, Mittal, 
Ross, and Baldasare report that for the attribute of “interior 
roominess,” the regression coefficient for positive perfor- 
mance is about threefold larger than for negative perfor- 
mance (.49 versus .17), suggesting a positivity effect. 

Although we draw from the preceding literature to pro- 
pose asymmetric relationships between trustworthy dimen- 
sions and trust facets, it is difficult to predict directional 
hypotheses because of three limitations of prior research. 
First, to our knowledge, extant trust research (Lewicki, 
McAllister, and Bies 1998; Singh and Sirdeshmukh 2000) 
has not empirically examined propositions regarding the 
proposed asymmetry in the underlying mechanisms. As a 
result, confidence in the conceptual arguments remains ten- 
tative until a base of empirical support is built. Second, these 
studies primarily discuss asymmetry in the consequences of 
trust versus distrust (rather than the determinants of trust). 
For example, Singh and Sirdeshmukh (2000) propose that 
the absolute magnitude of the influence of competence dis- 
trust on prepurchase expectations would be greater than 
competence-based trust. Asymmetric influences of trust 
determinants have not been proposed or empirically tested 
to date. Third, this stream of work has focused on loss 
aversion—based hypotheses, ignoring the possibility of con- 
tingent effects. For FLE operational benevolence, it is possi- 
ble that consumers expect FLEs to work for the customers’ 
best interests (e.g., “after all, that is what they are hired for”) 
so that a negativity effect may be more plausible. Alterna- 
tively, the FLE may be so closely associated with self- 
serving or profit-making interests (e.g., in the case of auto- 
mobile retailing) that when an FLE behaves benevolently, a 
positivity effect is evident. These asymmetrical relationships 
may be contingent not only on the dimension of trustwor- 
thiness but also on the service context. Therefore, we adopt 
an exploratory perspective and posit nondirectional asym- 
metrical hypotheses. 


H7: FLE (MPP) trust will be affected asymmetrically by a unit 
positive change in FLE (management) operational compe- 
tence versus a unit negative change. 

Hg: FLE (MPP) trust will be affected asymmetrically by a unit 
positive change in FLE (management) operational benev- 
olence versus a unit negative change. 

Hs: FLE (MPP) trust will be affected asymmetrically by a unit 
positive change in FLE (management) problem-solving 
orientation versus a unit negative change. 


Reciprocal Relationship Between FLE Trust and 
MPP Trust 


Consumer trust in FLEs is proposed to influence MPP trust 
directly, consistent with agency theory (Bergen, Dutta, and 
Walker 1992) and research on the role of causal attributions 
in judgments (Folkes 1988). According to agency theory, 
FLEs interact with a customer as agents of the firm, pre- 
sumably acting within the roles prescribed by management 
rather than as completely independent entities. Therefore, 
greater consumer trust in FLEs is likely to generate a higher 
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level of consumer trust in the management—the principal 
that apparently controls and determines the behaviors of the 
agent. Likewise, attribution theory proposes a related mech- 
anism whereby consumers attribute FLE trust in part to 
management involvement in FLE hiring, training, service 
culture, and other practices (Heskett, Sasser, and 
Schlesinger 1997). Although FLE behaviors are directly 
observable, the reasons underlying the behaviors must be 
inferred by consumers. To the extent that the consumer 
attributes the locus and controllability of the causes under- 
lying FLE behaviors to MPP, FLE trust is likely to influence 
MPP trust (Folkes 1988). Empirical support is forthcoming 
from the services literature (Bitner, Booms, and Tetreault 
1990; Crosby and Stephens 1987). For example, Crosby and 
Stephens (1987) demonstrate that satisfaction with the con- 
tact employee contributes to the customers’ judgment of the 
core service. 

The literature also offers support for a reciprocal rela- 
tionship such that consumers’ judgments of MPP trust are 
likely to enhance trust in the FLE.4 Doney and Cannon 
(1997) argue that when customers have limited knowledge 
of the salesperson, their trust in the firm is likely to have a 
direct impact on trust in the salesperson through a process of 
affect transfer. The authors find support for the proposed 
reciprocal effects, though salesperson trust had a stronger 
effect on trust in the firm (B = .77) than the reverse effect did 
(B = .52). In our research, consumers are evaluating 
providers with which they are in a relational exchange (i.e., 
they have experience and familiarity with the provider and 
its employees). In such contexts, the process of affect trans- 
fer is less likely to determine FLE trust; rather, judgments 
based on observed behaviors are likely to dominate, as pro- 
posed previously. Therefore, in the present research context, 
we posit the following: 


Hu FLE trust will have a reciprocal influence on MPP trust 
such that the direct effect of FLE trust on MPP trust is 
larger than the reciprocal influence. 


Consumer Trust and Loyalty 


Consistent with prior research, consumer trust in the FLE and 
MPPs is posited to affect consumer loyalty toward the service 
provider directly. Consumer loyalty is indicated by an intention 
to perform a diverse set of behaviors that signal a motivation to 
maintain a relationship with the focal firm, including allocat- 
ing a higher share of the category wallet to the specific service 
provider, engaging in positive word of mouth (WOM), and 
repeat purchasing (Zeithaml, Berry, and Parasuraman 1996). 
The proposed relationship between consumer trust and 
loyalty is supported by reciprocity arguments. When 
providers act in a way that builds consumer trust, the per- 
ceived risk with the specific service provider is likely 
reduced, enabling the consumer to make confident predic- 
tions about the provider’s future behaviors (Mayer, Davis, 
and Schoorman 1995; Morgan and Hunt 1994). Here, we 
distinguish between relational risk Oe, perceived risk 
within the relational exchange context) and industry risk 
(i.e., perceived risk in a specific industry such as medical, 





4We thank a reviewer for suggesting that we investigate this rec- 
iprocal relationship. 


airline, or hair styling). The mechanisms involving these two 
types of risk may be different in nature and independent. For 
example, industry risk is likely to moderate rather than 
mediate the trust-loyalty relationship within an exchange. 
While recognizing the potential role of industry risk, we 
focus on relational risk for the purposes of our study. When 
service providers' behaviors and practices reduce relational 
risk, the reciprocity literature argues that consumers are 
likely to act “cooperatively” toward such a trustworthy ser- 
vice provider to maintain trust, by demonstrating behavioral 
evidence of their loyalty (Gassenheimer, Houston, and 
Davis 1998). Thus, with increasing trust in FLE and MPPs, 
consumers' loyalty is likely enhanced. 

Trust also influences loyalty by affecting the consumer's 
perception of congruence in values with the provider (Gwin- 
ner, Gremler, and Bitner 1998). When there is perceived 
similarity in values between the firm and the consumer, the 
consumer's embeddedness in a relationship is enhanced, 
promoting reciprocity and contributing to relational com- 
mitment. Gwinner, Gremler, and Bitner (1998) demonstrate 
that such value congruence is significantly related to the 
consumer's loyalty and satisfaction. For this reason, we pro- 
pose the following: 


Hu: The consumer's loyalty toward the focal firm will be pos- 
itively influenced by FLE trust. 

Hu: The consumer's loyalty toward the focal firm will be pos- 
itively influenced by MPP trust. 


The Mediating Role of Value in the Trust-Loyalty 
Relationship 


We posit an alternative mechanism for the trust-loyalty rela- 
tionship whereby value mediates the effect of trust on loy- 
alty. Following Zeithaml (1988), we define value as the con- 
sumer's perception of the benefits minus the costs of 
maintaining an ongoing relationship with a service provider. 
Relational benefits include the intrinsic and extrinsic utility 
provided by the ongoing relationship (Gwinner, Gremler, 
and Bitner 1998; Neal and Bathe 1997), and associated costs 
include monetary and nonmonetary sacrifices (e.g., time, 
effort) that are needed to maintain the relationship (Houston 
and Gassenheimer 1987; Zeithaml 1988). 

Goal and action identification theories provide a con- 
ceptual framework for hypothesizing the mediating role of 
value in relational exchanges (Carver and Scheier 1990; Val- 
lacher and Wegner 1987). Together, these theories posit that 
(1) consumer actions are guided or "identified" by the 
underlying goal they are expected to help attain; (2) multi- 
ple and sometimes conflicting goals may be operative at any 
instance; (3) goals are organized hierarchically, with super- 
ordinate goals at the highest level and subordinate goals at 
the lowest level; and (4) consumers regulate their actions to 
ensure the attainment of goals at the highest level. As such, 
superordinate goals are desired end states, whereas focal and 
subordinate goals serve instrumental roles. Bagozzi and 
Dholakia (1999) and Bagozzi (1992) have recently dis- 
cussed the significance of goal and action identification the- 
ories for consumer behavior. We supplement and extend this 
work to the study of relational exchanges. 

Using the perspective of goal and action identity theo- 
ries, we posit value as the superordinate consumer goal in 
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relational exchanges.? The central role of consumer value 
has been conceptualized (Houston and Gassenheimer 1987; 
Neal 1999; Woodruff 1997) and empirically demonstrated 
(Bolton and Drew 1991; Grisaffe and Kumar 1998) in the 
marketing literature. As “value-maximizers” (Kotler 2000, 
p. 32), consumers are thought to consummate exchanges 
with providers that provide maximal value. The key role of 
value is also notable in calls for building “consumer-value- 
centric" organizational processes and competencies (Hes- 
kett, Sasser, and Schlesinger 1997; Srivastava, Shervani, and 
Fahey 1999). For example, Srivastava, Shervani, and Fahey 
(1999, p. 172) assert that “the value ... experienced by end 
customers is the driving obsession [of organizations].” Hol- 
brook (1994, p. 22, emphasis in original) goes as far as to 
note that "customer value is the fundamental basis for all 
marketing activity." 

Value, in turn, is hypothesized to be affected by judgments 
of FLE and MPP trust. Specifically, trust creates value by (1) 
providing relational benefits derived from interacting with a 
service provider that is operationally competent, benevolent 
toward the consumer, and committed to solving exchange 
problems and (2) reducing exchange uncertainty and helping 
the consumer form consistent and reliable expectations of the 
service provider in ongoing relationships. Although no empir- 
ical study has examined this hypothesis, indirect support is 
forthcoming from the service quality literature. For example, 
in the context of telephone services, Bolton and Drew (1991) 
find a positive association between global service assessment 
("easy to do business with") and value. Kerin, Jain, and 
Howard (1992) report a similar effect on value in a retail con- 
text using a composite measure of FLE friendliness and store 
MPPs (e.g., variety, check cashing policy). 

On the basis of self-regulation processes, we posit that 
value, a superordinate goal, regulates consumer actions at 
the lower level, including behavioral intentions of loyalty 
toward the service provider (Carver and Scheier 1990). Con- 
sumers are expected to regulate their actions——that is, 
engage, maintain, or disengage behavioral motivation—to 
the extent that these actions lead to attainment of superordi- 
nate goals. Accordingly, consumers are hypothesized to 
indicate behavioral intentions of loyalty toward the service 


` provider as long as such relational exchanges provide supe- 


rior value. Otherwise, the consumer is motivated to disen- 
gage, demonstrating lack of loyalty. By focusing on behav- 
ioral motivation, we recognize that in some circumstances, 
individual choice may be constrained by switching costs, 
market constraints, or other impediments such that while the 
behavioral motivation exists, the consumer is unable to dis- 
engage. The notion that value drives loyalty, albeit imper- 
fectly, has substantial support among marketing practition- 
ers (Neal 1999) and scholars alike (Chang and Wildt 1994). 
For example, Bolton and Drew (1991) report that value is a 
significant determinant of consumers' behavior intentions to 
remain loyal to a telephone service by continuing the rela- 





SIn a broader context, the consumer's life values (e.g., happiness, 
love, security) are the “super-superordinate” goals, and obtaining 
value in market exchanges is a lower-level goal. Our point is that 
within a market exchange context, the superordinate goal for most 
consumers is to obtain maximal value, or more aptly "market 
value." 
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tionship and engaging in positive WOM. Empirical support 
for this linkage is also established in different contextual set- 
tings by Chang and Wildt (1994) and Grisaffe and Kumar 
(1998). 

Because loyalty is regulated by the consumer’s superor- 
dinate goal of value, we posit that trust will affect loyalty 
through its influence in creating value. This parallels the 
mediational role of value hypothesized and tested in service 
quality-loyalty relationships in prior research (Chang and 
Wildt 1994; Grisaffe and Kumar 1998). For example, Chang 
and Wildt (1994) report that value mediates the perceived 
quality-loyalty link 1n the context of personal computers 
and apartments. However, Grisaffe and Kumar's (1998) 
research indicates that though value may be a significant 
mediator of the service quality—loyalty relationship, it does 
not imply that value fully mediates the effect of quality. In 
their study of office products and financial services, the 
authors find that though value mostly mediates the effect of 
quality on positive WOM, quality continues to have residual 
direct effects on positive WOM that are borderline signifi- 
cant. Similarly, we hypothesize that value partially mediates 
the relationship between trust and loyalty. Direct effects of 
trust on loyalty may achieve significance, consistent with 
Du and Hj, in addition to the mediated effect through 
value. Therefore, 


His. Consumer loyalty toward the service provider will be pos- 
itively influenced by value. 

H4: Value will be positively influenced by FLE trust. 

Hie Value will be positively influenced by MPP trust. 


Research Design and Method 


Overall Considerations 


Two industries, retail (clothing purchases) and services 
(nonbusiness airline travel), were selected as the exchange 
context for this research. The use of multiple service cate- 
gories provides a robust test of model relationships by 
allowing greater variability in study constructs By means of 
multiple-group path analysis procedures, the modeled rela- 
tionships can be examined simultaneously and compared for 
equivalence across the two service contexts. This procedure 
allows for a systematic examination of salient similarities 
and differences across the service contexts. 

The service contexts selected for the study possessed 
multiple desired characteristics, including (1) experience 
properties, (2) distinct role of the FLE, (3) consequentiality, 
and (4) variability in the significance of MPP and FLE. We 
preferred experience service contexts because such contexts 
enable consumers to observe and evaluate behaviors of ser- 
vice providers and are consistent with the behavioral focus 
of the trustworthiness construct. In contrast, in credence 
contexts, trust development is likely affected by signals that 
convey credibility and bonding, given the consumer's inabil- 
ity to interpret and process behavioral evidence (Bergen, 
Dutta, and Walker 1992; Singh and Sirdeshmukh 2000). We 
preferred consequential service contexts because we rea- 
soned that less consequential and relatively risk-free 
exchanges were more likely to evidence transactional char- 
acteristics and therefore, a prion, were less relevant to trust 
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development. On the basis of some evidence from the qual- 
itative work and our judgments, we asked consumers to 
focus on exchanges with a retail store that involved at least 
a $50 purchase in the last visit and at least two visits over the 
past six months. If consumers could not come up with 
exchanges that satisfied the preceding qualifying criteria, 
they were excluded. Likewise, for airline travel, we asked 
consumers to focus on exchanges with an airline company 
for which they have a frequent flyer account and made at 
least one nonbusiness trip during the past six months. 
Finally, we preferred service contexts that indicated a dis- 
tinct role for the FLE and variability in the relative effects of 
FLE and MPP trust. We reasoned that relationships with the 
FLE could range from “close” to “distant,” and this might 
influence the relative effect of FLE trust. Recently, Gupta 
(1999) reported that reliability was more frequently men- 
tioned as a key factor in the airline context, whereas process 
customization was more frequently mentioned in the retail 
context. The latter is likely to heighten the role of FLEs, just 
as the former is likely to diminish it. 

Because of the nascent stage of the consumer trust litera- 
ture, we used a mix of qualitative and quantitative approaches 
for data collection. Initially, we employed focus groups and 
personal interviews to identify salient behavioral domains that 
underlie consumer judgments of trustworthiness and to gener- 
ate and refine items for the quantitative phase. Next, we 
admunistered cross-sectional surveys with structured questions 
in two waves. We asked respondents to identify a specific, 
Tecent service exchange encounter with a provider that met 
qualifying criteria and to complete the survey with that rela- 
tional exchange in mind. Although the unit of analysis is the 
relational exchange between a consumer and service provider 
maintained across multiple episodes, we reasoned that cuing a 
specific encounter would facilitate recall of exchange charac- 
teristics and relational judgments. Similar approaches have 
been used in services research (Bitner, Booms, and Tetreault 
1990; Tax, Brown, and Chandrashekaran 1998). 


Sample 


The sample was randomly drawn from the population of 
consumers with household annual incomes of $35,000 or 
higher, who reside within the metropolitan area of a large 
city in the Midwest. Questionnaires containing the mea- 
sures, accompanied by a cover letter and a stamped, return 
envelope, were mailed to 1230 respondents for each service 
category. The cover letter explained the purpose of the study, 
assured confidentiality of data, and thanked the participant. 
After the initial section, respondents completed measures 
pertaining to FLE behaviors, FLE trust, MPPs, MPP trust, 
value, and loyalty, and finally, respondents answered demo- 
graphic questions. Four weeks after the initial mailing, a 
second wave of questionnaires was mailed to all respondents 
along with a cover letter with a reminder. 

Because a random sample includes consumers who may 
lie anywhere on the transactional-relational continuum, we 
excluded respondents who did not fall within the relational 
domain, using the frequency (e.g., number of visits/flights) 
and level of commitment (e.g., amount spent/frequent flier 
account). We used data from respondents who did not meet 
these criteria and extrapolation methods to estimate the 


number of disqualified respondents and compute reasonable 
response rates. In the retail category, the first wave resulted 
in 182 returned surveys, of which 153 (84%) customers met 
prequalifying criteria, and the second wave led to 143 
responses, of which 93 (65%) customers qualified. Extrapo- 
lating to a third mailing and averaging across waves, we 
imputed a usable response rate of 29% for the retail category 
(Armstrong and Overton 1977).5 In the airline travel cate- 
gory, the first wave produced 160 responses, of which 72 
(45%) met the prequalifying criteria. Likewise, of the 141 
responses in the second wave, 41 (29%) met the prequalify- 
ing criteria. Extrapolating to the third wave and averaging 
across the three waves yielded a qualification rate of 30%, or 
378 consumers. With this qualification rate, the 113 usable 
responses give a usable response rate of 29% (see n. 6). 
Sample characteristics are reported in Table 1. A major- 
ity of respondents had a college degree or higher, were 
white, and were married. In the aggregate sample, 45% of 
respondents were men and 55% were women. However, 
there was a significant sex imbalance in each service cate- 
gory: Approximately 70% of respondents in the retail sam- 
ple but only approximately 30% in the airline sample were 
women. A wave analysis was conducted to examine for pro- 
file differences of early and late respondents in each service 
category. Except for one exception, results indicated no sig- 





6Nonqualifiers are expected to be represented by late respondents 
rather than early respondents, and therefore an extrapolation to a 
third mailing is recommended (Armstrong and Overton 1977). A 
linear extrapolation of Wave | and Wave 2 results leads to an esti- 
mate of 5096 qualified respondents in Wave 3. The average qualifi- 
cation rate was thus estimated at 6696, or 811 customers. Thus, the 
246 usable responses translate to a usable response-rate of 3096. In 
the airline category, the qualified respondents in the first two waves 
were 4596 and 2996. Extrapolating to a third wave estimate of 1596, 
the average qualification rate was 3096, or 378 customers. The 113 
responses translate to a usable response rate of 2996. 


nificant demographic differences between the two waves in 
the retail sample (X? ranging from .53 to 7.9, p > .1) or the 
airline sample (X? ranging from .16 to 10.10, p » .1). In the 
airline sample, the education level of Wave 1 respondents 
was significantly higher than for Wave 2 respondents (x2 = 
12.75, p « .01). 


Measurements 


Table 2 provides descriptive statistics, intercorrelations, and 
reliabilities of study constructs, and the Appendix provides 
the scale items used. 

Trustworthy practices and behaviors. Although previous 
studies have operationalized the construct of trustworthy 
behaviors along multidimensional facets, they are exclu- 
sively limited to interorganizational contexts (Kumar, 
Scheer, and Steenkamp 1995; McAllister 1995). To extend 
this work to the consumer context and obtain contextually 
meaningful operational items, we initially used four focus 
groups made up of specific combinations of sex (male, 
female) and household income level («$35,000, >$35,000). 
Thereafter, we conducted in-depth interviews lasting 90 
minutes each with 12 consumers who met prespecified cri- 
teria to refine the operational items. We developed a card- 
sorting exercise in which each card contained an operational 
item of trustworthy behavior or practice retained from focus 
group analysis. “Think aloud" data provided by consumers 
yielded insight into interpretations of operational items and 
guided their refinement. On the basis of the results of in- 
depth interviews, we developed a set of operational mea- 
sures for trustworthy FLE behaviors and MPPs along three 
dimensions—operational competence, operational benevo- 
lence, and problem-solving orientation—and retained them 
for the subsequent pretesting phase. Items generated were 
pretested by five judges, who evaluated them for word- 
ing/meaning and consistency with corresponding definitions 
of the dimensions. On the basis of this feedback, items were 





TABLE 1 
Demographic Profile of the Respondents 
Age (in Years) Sex Level of Education Ethnicity 
Retail Airline Retail Airline Retail Airline Retail Airline 
18-24 1.2 1.7 Male 30.2 71.2 High school 17.0 6.0 White 93.4 94.0 
25-34 15.1 93 Female 69.8 28.8 Some college 28.2 19.7 African American 5.4 4.2 


35-44 26.5 26.3 
45-54 28.6 25.4 
55+ 28.6 37.3 


College degree 35.5 46.2 Other 1.2 1.8 
Graduate school 19.3 28.1 


Annual 
Household Size Household 
Marital Status (Number of People) Income 
Retail Airline Retail Airline Retail Airline 

Married 77.2 80.5 1 10.5 11.1 Less than $35,000 8.7 2.5 
Single 9.7 6.8 2 32.5 41.0 $35,000—$44,999 15.3 11.4 
Divorced/separated 8.9 10.2 3 17.1 15.4 $45,000—$54,999 16.9 12.3 
Widow/widower 4.2 2.5 4 23.3 21.4 $55,000—$64,999 12.8 15.8 
5 12.3 7.7 $65,000—$94,999 27.3 25.5 
26 4.3 3.4 $95,000 and over 19.0 32.5 


Notes: All numbers are in percentages. 
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either modified or dropped. The resulting instrument 
included 16 items each for MPPs and FLE behaviors. 

We performed two further analyses on the pooled retail- 
ing and airline data to ensure that the operational items for 
trustworthy behaviors and practices had acceptable reliabil- 
ity as well as convergent and discriminant validity. First, we 
used exploratory factor analysis (EFA) to analyze items sep- 
arately for each facet. For the MPP items, EFA yielded a 
three-factor solution based on the “breaks in eigenvalues” 
criterion. Together, the three factors accounted for 76% of 
the variance extracted, corresponding closely with the 
hypothesized dimensions of competence, operational benev- 
olence, and problem solving. However, the results showed 
that 7 of 16 items were inadequate. These measures did not 
demonstrate a dominant loading on the hypothesized factor 
(<.3) and/or had significant cross-loadings (>.3), and they 
were dropped from further analysis. Likewise, EFA of the 
FLE behavior items yielded a three-factor solution that 
accounted for 73% of the variance extracted. This coheres 
with our hypothesis of three dimensions of employee trust- 
worthiness—operational competence, operational benevo- 
lence, and problem-solving orientation. We retained the 9 
items that demonstrated acceptable loading on their hypoth- 
esized factor (>.3) and no significant cross-loading for fur- 
ther analysis. 

Before proceeding to the next step of analyses, we con- 
ducted additional procedures to further establish the robust- 
ness of the three-factor solution. In particular, our proce- 
dures focused on the problem-solving dimension. We 
reasoned that if problem-solving orientation was not a dis- 
tinct dimension, forcing a two-factor solution should show 
that problem solving collapses into one or the other dimen- 
sion. Conversely, if the other two dimensions collapse into 
each other and problem solving retains its distinction, this 
would support our contention that problem-solving ortenta- 


tion is a distinct aspect of consumer judgments. Results sup- 
ported the latter; problem-solving orientation maintained its 
distinctiveness, and the remaining factors collapsed into one 
for the FLE as well as MPP facets. 

Second, we estimated a restricted factor analysis (RFA) 
model simultaneously for the MPPs and FLE behavior items 
wherein the items were allowed to load on their hypothe- 
sized factor and the cross-loadings were restricted to zero. In 
addition, we allowed the latent factors to correlate freely. We 
reasoned that our hypotheses for the validity of trustworthi- 
ness facets and dimensions would be supported if (1) the 
measurement model fitted the data reasonably well, (2) the 
loadings on hypothesized factors were significant and large, 
(3) each factor yielded reliabilities exceeding .70, and (4) 
the intercorrelation among the factors (dimensions) pro- 
duced evidence of discriminant validity. This measurement 
model (displayed in Figure 2) produced the following fit sta- 
tistics: X? = 216.2, degrees of freedom (d.f.) = 120, compar- 
ative fit index (CFI) = .99, normed fit index (NFI) = .98, 
nonnormed fit index (NNFT) = .99, root mean square resid- 
ual (RMSR) = .04, and root mean square error of approxi- 
mation (RMSEA) = .047 (90% confidence interval [CI] of 
-037 to .057).7 Moreover, the loadings on hypothesized fac- 
tors are significant and substantively large (see Table 3). 
Each factor yielded composite reliability exceeding .70 
(Fornell and Larcker 1981). The intercorrelation among the 
management and employee dimensions ranges from .89 to 
-54, and constraining this correlation to unity invariably pro- 
duced a significant change in the goodness-of-fit statistic 





TReasonable models that effectively reproduce the observed 
variance-covariance matrix are characterized by CFI, NFI, and 
NNFI values exceeding .95; RMSR values less than .05; and 
RMSEA of .08 or lower with the upper CI not exceeding .10 
(Marsh, Balla, and Hau 1996). 


FIGURE 2 
The Measurement Model Used for the Consumer Trustworthiness Construct 
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TABLE 3 
Confirmatory Factor Analysis of Management and 
FLE Trustworthinessa 





Construct/ MPPs — FLE Behaviors — 
Item Loading»  t-Valuec Loading  t-Valuec 
Operational Competence 

OpComp, .74 13.2 .76 17.4 

OpComp> .67 12.2 72 17.7 

OpComp3 .86 13.0 .74 18.5 
Operational Benevolence 

OpBen, 75 17.7 EI 17.0 

OpBen; -81 18.4 .85 18.8 

OpBens .77 16.6 .70 13.0 
Problem-Solving Orientation 

ProbSolv, .70 13.3 .57 11.9 

ProbSolv; .81 17.8 .79 18.4 

ProbSolvs .81 14.0 52 10.2 
Goodness-of-Fit Statistics 

x2 216.2 

d.f. 120 

NFI .98 

NNFI .99 

CFI .99 

RMSR .04 

RMSEA .047 

(9096 CH .037—.057 


aThe estimates reported are from the ERLS (rteratively reweighted 
generalized least squares) procedure using EQS. 

bThis is the standardized loading estimate from the ERLS proce- 
dure. 

cBased on one-tailed tests for t-values greater than 1.65, p « .05; for 
t-values greater than 2.33, p < .01. 


(Ay? ranges from 46.5 to 376.2, d.f. = 1, p < .01).8 This sug- 
gests that the hypothesized measurement model of Figure 2 
fits the data reasonably well, and the posited dimensions and 
facets evidence acceptable reliability and convergent and 
discriminant validity. The Cronbach reliabilities of the man- 
agement dimensions of operational competence (three 
items), operational benevolence (three items), and problem- 
solving orientation (three items) were .77, .90, and .87, 
respectively, for the retail context and .73, .86, and .74, 
respectively, for the airline context. Likewise, the employee 
dimensions produced corresponding as of .91, .84, and .72, 
respectively, for the retailing context and .87, .81, and .82, 
respectively, for the airline context. 

Notwithstanding the adequate measurement properties 
of the three-dimensional operationalization and the corre- 
spondence between our conceptual definitions and opera- 
tional items, we note the need to conduct further psychome- 


8We also estimated the measurement model separately for the 
retailing and airline data. The overall pattern of results was similar, 
with no violation of the conditions for convergent and discriminant 
validity. 
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tric work in developing the trustworthiness construct. In par- 
ticular, the items capturing problem-solving orientation bear 
further refinement and cross-validation across service 
contexts. 


MPP and FLE trust. Measures of MPP and FLE trust 
were adapted from extant research (Ganesan 1994; Morgan 
and Hunt 1994). Both measures were operationalized by 
four items assessed by ten-point semantic differential scales 
(“very undependable’/“very dependable,” “very incompe- 
tent"/"*very competent,” "very low integrity"/"very high 
integrity,” “very unresponsive to customers"/"very respon- 
sive to customers"). Alpha reliabilities of the MPP trust and 
FLE trust scales were .96 or higher for both retail and airline 
contexts (Table 2). 


Value. We adapted the measure of value from existing 
value research (Dodds, Monroe, and Grewal 1991; 
Grisaffe and Kumar 1998). We measured the value con- 
struct using four items that included the benefits obtained 
from the relational exchange given the prices paid, the 
time spent, and the effort involved in maintaining a rela- 
tionship with the focal provider (à = .92 for both 
contexts). 


Loyalty. The loyalty measure was drawn from extant ser- 
vices literature (Zeithaml, Berry, and Parasuraman 1996) 
and included four items measuring the share of category 
wallet, intention to recommend, and likelihood of repeat 
purchase (o 2 .90 in both contexts). 


Satisfaction. Three items were included to measure 
episode-specific consumer satisfaction with the last expe- 
rience (“highly unsatisfactory"/"highly satisfactory," 
“very unpleasant"/"very pleasant," "terrible"/"delight- 
ful"). These measures, intended to capture a transactional 
evaluation, were adapted from satisfaction research 
(Spreng, MacKenzie, and Olshavsky 1996). The scale 
demonstrated satisfactory interitem reliability in both con- 
texts ( > .94). 


Method of Analysis 


We examined the proposed hypotheses by introducing 
dummy variable terms in a regression-like equation for each 
dependent variable. Because of multiple dependent vari- 
ables, the analytical method was based on simultaneous esti- 
mation of the following system of equations: 

Yi = Boi + BiY2 + Du + BaiXo + BsiX3 + B4; DX, Be Dt: 


+ B a DX; +€, 


Y2 = Boo + BoY 1 + Bi2Z1 + 82222 + Bs2Zs + By2DZ, + Bs2DZ; 
+ Bez DZ. + €o, 


Y3 = Bos + Dua + Baas + £3, and 


Y4 = Bog + Big¥1 + BoaYo + Bag¥3 + E4, 


where Y ıs a vector of dependent variables, and Y,, Y2, Y3, 
and Y, correspond to FLE trust, MPP trust, value, and loy- 
alty, respectively. The vectors X and Z represent indepen- 
dent variables; X;, X2, and X4 correspond to the operational 
competence, operational benevolence, and problem-solving 


orientation dimensions of FLE trust; and Z;, Z,, and Z} are 
the corresponding trustworthy dimensions for MPP trust. 
Note that the asymmetric effects are examined by the use of 
the dummy variable indicated by D in the equations. The 
dummy variable (D) is coded so that it takes on a value of 
zero for all nonpositive values of the corresponding trust- 
worthy dimension; otherwise, it is coded as unity. As such, 
the estimated coefficients for expressions with dummy vari- 
ables (e.g., Bg, in the Y; equation for FLE competence) indi- 
cate the incremental effect of the respective trustworthy 
dimension over and above its linear effect (e.g., B4; in the Y, 
equation for FLE competence). The asymmetric hypothesis 
would be rejected if the corresponding coefficient estimated 
for the dummy variable is not significantly different from 
zero (Cohen and Cohen 1983). Finally, the reciprocal rela- 
tionship between FLE and MPP trust is captured by the 
coefficients B, and B, in the Y, and Y, equations, respec- 
tively. These coefficients are identified because the three 
trustworthiness dimensions of FLE trust serve as its instru- 
mental variables and likewise for MPP trust. 

In estimating the preceding equations, we were sensitive 
to three methodological concerns that could interfere in draw- 
ing valid inferences: (1) simultaneity, (2) cutoff points, and (3) 
recency effects. Because the modeled equations have common 
variables (e.g., the dependent variable in one equation appears 
as an independent variable in another), we reasoned that the 
use of standard multiple regression analysis would risk a mis- 
specification bias. This may occur because multiple regression 
analysis estimates the coefficients for each equation indepen- 
dently (of other equations), assuming that the error terms are 
uncorrelated. When multiple equations share common vari- 
ables, this assumption is not warranted. Instead, a simultane- 
ous analysis of the modeled equations is necessary to account 
for correlated error terms and produce unbiased coefficients. 
To do so, we used path analysis with the software EQS. This 
approach allows a simultaneous estimation of all hypothesized 
relationships, including multiple-group analysis across service 
contexts (to be discussed). Although we considered the use of 
latent-variable structural equation modeling, the inclusion of 
asymmetric terms made this choice less reasonable given the 
sample sizes involved. Nevertheless, the use of path analysis 
with EQS has several advantages, including modeling for 
"restricted" models with systematic constraints on proposed 
relationships. These restricted models can be evaluated for 
their fit to the data based on a X? statistic and fit indices includ- 
ing NNFI, CFI, and RMSEA (Marsh, Balla, and Hau 1996). 

Determining appropriate cutoff points is a relevant con- 
cern in defining the asymmetric terms. In developing the 
dummy variables, it is necessary to define a point on the 
trustworthy response scale that would separate the positive 
and negative domains. Although some researchers have used 
an absolute cutoff point regardless of the dimension consid- 
ered (e.g., midpoint of scale provided), this approach is 
problematic for several reasons. First, the data obtained on 
most response scales have at best interval properties such 
that absolute points do not have identical interpretation 
across different dimensions. Second, consistent with Zeit- 
haml, Berry, and Parasuraman (1996), the notion of “posi- 
tive" and "negative" evaluations is conceptually defined rel- 
ative to certain norms. That is, a positive evaluation on a 


given dimension occurs when the provider is judged to 
exceed the norm for that dimension; otherwise, consumers 
are likely to make a negative evaluation. Such norms are 
likely to vary with the trustworthy dimension considered. To 
account for this, we obtained the cutoff points by (1) stan- 
dardizing the scores for each dimension and (2) coding the 
dummy variable as 1 for evaluations greater than zero and as 
a 0 otherwise. Note that because the mean of a standardized 
score is zero, the preceding dummy coding approach 
ensures that cutoff points are based on the distribution of 
Scores for each dimension. Moreover, we derived the cutoff 
points separately for each service context to avoid con- 
founding between asymmetric and industry effects. 

Finally, we were sensitive to the possibility of recency 
effects. One particular recency effect of interest is 
encounter-specific satisfaction. Responses from consumers 
who are very satisfied with a specific recent exchange with 
the service provider might inflate the observed correlations 
and overemphasize the influence of trust factors on value 
and loyalty. To the extent that more satisfied consumers tend 
to be overrepresented in surveys (Peterson and Wilson 
1992), the recency effects due to satisfaction may be signif- 
icant. To reduce this bias, we modeled this effect by includ- 
ing satisfaction as an independent variable in each of the 
four hypothesized equations. Because path coefficients are 
partial effects, this procedure ensures that the coefficients 
are estimated after partialling the effect of satisfaction. This 
procedure has precedence in the literature (Crosby and 
Stephens 1987). 


Results 


We fitted the proposed model simultaneously to the airline 
travel and retail samples using multiple-group path analysis. 
Initially, we held all paths invariant across the two data sets and 
estimated a fully restricted model. Subsequently, on the basis 
of the Lagrange-multiplier test, we sequentially released paths 
with significant test statistics until further freeing up of con- 
straints failed to enhance model fit. The resultant coefficients 
and fit statistics are presented in Table 4. On the basis of the 
statistical test for the goodness of fit, the hypothesized model 
fits the data adequately (x2 = 97.3, d.f. = 87, p > .21). Consis- 
tent with this, other indicators of fit, including the relative 
indices (e.g., NFI = .99, CFI = .99) and absolute indicators of 
fit (e.g., RMSEA = .02, 90% CI = .00-.037; standardized root 
mean square residual — .03), indicate that the proposed model 
is a reasonable explanation of observed covariances among the 
study constructs. In addition, the NNFI, which is thought to 
provide an indicator of balance between explanation and par- 
simony, exceeds .99, indicating that the hypothesized model 
strikes an appropriate balance between these competing goals. 
Likewise, the proposed model explains a reasonable propor- 
tion of the variances in the dependent variables, including FLE 
trust (R2 = .75, .77), MPP trust (R2 = .75, .83), value (R2 = .40, 
-63), and loyalty (R? = .40, .48).? Taken together, this suggests 





9For each construct, the R2 values for the retail sample are fol- 
lowed by values for the airline sample 
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TABLE 4 
Estimated Coefficients for the Impact of Trustworthy FLE Behaviors and MPPs on Consumer Trust, Value, 
and Loyalty: b 





Retail 
Dependent Variable: Coefficient 
R2/Independent Variable (t-Value)c 
Dependent Variable: Trust in FLEs 
R2 75 
MPP Trust 16 (1.9) 
Operational competence 22 (3.2) 
Operational benevolence 43 (5.7) 
Problem-solving orientation 11 (1.6) 
Satisfaction 14 (3.1) 
Dependent Variable: Trust in MPPs 
R2 75 
FLE Trust 56 (7.3) 
Operational competence 10 (1.8) 
Operational benevolence 02 (.2) 
Problem-solving orientation 25 (3.2) 
Satisfaction 17 (4.3) 
Dependent Variable: Value 
R? .40 
FLE trust 38 (3.3) 
MPP trust 07 (.6) 
Satisfaction 27 (4.7) 
Dependent Variable: Loyalty 
R2 A0 
FLE trust 04 (.09) 
MPP trust 22 (2.3) 
Value 40 (6.1) 
Satisfaction 09 (1.4) 


Goodness-of-Fit Statistics 
Chi-square (p-value) 
d.f. 


NFI 
NNFI 
CFI 
RMSR 
RMSEA 
(90% CI) 


Airline 
A for Positive Coefficient A for Positive 
Performanced (t-Value}> Performanced 
77 
-16 (1.9) 

—.01 (—1) 22 (3.2) —.01 (-.1) 
—.26 (-2.1) 43 (5.7) —.26 (-2.1) 
17 (1.5) .11 (1.6) 17 (1.5) 
.14 (3.1) 

.83 
-40 (5.0) 

—.18 (—1.5) .10 (1.8) .03 (.3) 
04 (.4) .29 (3.5) .04 (.4) 
—.12 (71.1) .12 (1.4) —12 (-1.1) 
.17 (4.3) 

.63 
.08 (.6) 
.50 (3.9) 
-27 (4.7) 
.48 
.04 (.09) 
22 (2.3) 
A0 (6.1) 
.09 (1.4) 
97.3 (.21) 
-87 
.99 
.99 
.99 
.03 
.02 
(.000—.037) 


aThe estimates reported are from the ERLS (iteratively reweighted generalized least squares) procedure using EQS. 

The results are based on multiple-group analyses in which the nomological mode! was estimated simultaneously in the alrline and retail sam- 
ples. Coefficients that differed significantly (p < .05) across the groups are Itallcized. 

ct-Values are in parentheses. Based on one-tailed tests: for t-values greater than 1.65, p < 05; for t-values greater than 2 33, p < .01. Signifi- 


cant coefficients are in bold. 


dt-Values are in parentheses. Based on two-tailed tests: for t-values greater than 1.96, p < .05. Significant coefficients are In bold. 


that the hypothesized model is a reasonable fit to the aggregate 
data, and the estimated coefficients can be validly examined to 
reveal interrelationships among the modeled constructs. 
Table 4 provides the estimated coefficients from the 
multiple-group path analysis. Consistent with H,, H3, and 
Hs, each dimension of FLE trustworthy behaviors, including 
operational competence (Bopcomp = .22), operational benev- 
olence (Boegen = .43) and problem-solving orientation 
(Bpropsoly = -1 1), has a significant, direct effect on FLE trust 
(all with p < .05). In addition, these effects are invariant 
across retailing and airline contexts. In contrast, for the MPP 
facet, trustworthy practices and policies neither are uni- 
formly significant nor achieve invariance across contexts. 
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For the retailing context, operational competence 
(Bopcomp = -10) and problem-solving orientation (BprobSolv = 
.25) significantly influence MPP trust (all with p < .05), but 
operational benevolence does not (Bopgen = .02). For the air- 
line context, however, operational competence (Bopcomp = 
.10) and operational benevolence (BopBen = = .29) have a sig- 
nificant effect on MPP trust, but problem-solving orientation 
does not (Bpropsoty = .12). Thus, across both contexts, only 
the effect of operational competence is invariant. This pro- 
vides mixed support for H>, H4, and Hç. 
Moreover, the results in Table 4 provide some support 
for H; to Hs, wherein we had hypothesized asymmetric 
effects of trustworthy behaviors and practices on their cor- 


responding trust facets. For FLE trust, operational benevo- 
lence (ABoppen = —26, p < .01) produced a significant 
change coefficient for positive evaluations. In addition, a 
borderline effect was obtained for positive evaluations of 
FLE problem-solving orientation (ABpropsoty = .17, p < -10). 
These asymmetric effects for FLE behaviors were invariant 
across retailing and airline contexts. For MPP trust, a differ- 
ent pattern of asymmetric effects emerged. For the retail 
context, only the change coefficient for operational compe- 

tence was borderline significant (ABopcomp = —18), whereas 
for airlines, none of the MPP dimensions achieved signifi- 
cance for asymmetrical effects. Taken together, this offers 
partial support for Hg and Hs for FLE trust and H; for MPP 
trust. i 

In accord with Du, FLE trust positively influences MPP 
trust regardless of context, though the influence is substan- 
tially stronger for the retail context (Brig = .56, p < .01) than 
for the airline context (Bg g = A0. p < .01). The reciprocal 
relationship is also supported, as the effect of MPP trust on 
FLE trust is significant and invariant across contexts (Bmpp = 
.16, p « .05). However, as hypothesized, the direct effect of 
FLE trust is at least twofold stronger than the reciprocal effect 
of MPP trust (Bg g versus Bmpp = .40 versus .16, p < .01). 

In addition, the two facets—FLE and MPP trust—were 
posited to directly affect consumer loyalty after we controlled 
for the mediating influence of value (Hj; and Hj). Our find- 
ings in Table 4 provide support for H2 but not Hu. That is, 
regardless of context, FLE trust has a minimal effect 
(Ba gnus = 04) and MPP trust has a significant effect on loy- 
alty (Bupprus = -22 p < .05). These trust facets significantly 
influence value as well, in accord with H,4 and His. However, 
these relationships vary by context. For the retailing context, 
value is strongly and positively affected by perceptions of 
FLE trust (Dg gru = .38, p < DI) but minimally influenced 
by MPP trust (Bapptrus = -07). In contrast, in the airlines con- 
text, value is strongly influenced by MPP trust (Bmpprus = 
50, p < .01) but unaffected by FLE trust perceptions 
(Bei gnus = -08). This provides mixed support for H,4 and Hi 

Finally, regardless of context, value significantly affects 
loyalty (Bu = .40, p < .01), in support of His. Taken together, 
this supports the hypothesized partial mediating role of 
value, as the trust facets have significant influence on value 
and value in turn significantly affects loyalty. Specifically, for 
the retailing context, value appears to mediate the effect of 
FLE trust on loyalty, whereas for the airlines context, the 
effect of MPP trust on loyalty is partially mediated by value. 

To test this partial mediation hypothesis further, we esti- 
mated a model that excluded the value construct. We rea- 
soned that partial mediation by value was supported if (1) 
FLE and MPP trust had a significant and substantial effect 
on loyalty in the retail and airlines context, respectively, and 
(2) this effect declined significantly when value was intro- 
duced into the model. In the model that excluded value, FLE 
trust yielded a significant effect on loyalty in the retail con- 
text (B = .32, p < .05), and MPP trust produced a similar sig- 
nificant effect on loyalty in the airlines context (B — .66, p Ss 

.01). When value is introduced as a partial mediator, the cor? * 
responding effects for FLE and MPP trust are B = .04, p. > 
.50, and B = .22, p < .05, respectively, in support of the par: 
tial mediation hypothesis. 2 
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Discussion and Implications 


In this study, we aimed to (1) use a multidimensional and 
multifaceted model for the behavioral components of trust- 
worthiness in consumer-firm exchange relationships, (2) 
examine the asymmetric influence of trustworthiness 
dimensions on facets of consumer trust, (3) empirically test 
the linkage between consumer trust and loyalty with value 
as a partial mediator, and (4) explore variations in these rela- 
tionships across industry contexts. Previous studies have 
examined neither the antecedents of consumer trust nor the 
mediated influence of trust on loyalty. Consequently, our 
study can directly address many questions that have 
remained largely untested but hold significant interest for 
theory and practice. What FLE behaviors and MPPs con- 
tribute to trust building and, conversely, trust depletion? Is 
the depletion effect (reduction in consumer trust due to a 
unit drop in trustworthiness behavior and practices) sym- 
metrically equivalent to the building effect (the gain due to 
a unit increase in trustworthiness behavior and practices)? 
Does consumer trust translate into loyalty? If so, what 1s the 
magnitude of this conversion effect, and what role does 
value play in this conversion? Are these effects robust to 
varying satisfaction levels in individual encounters? Do the 
results depict variability across service contexts? Our study 
offers clear and compelling answers to these questions. 
Nevertheless, we recognize that a single, cross-sectional 
study can offer only initial insights. In this light, we first dis- 
cuss the limitations of our work and follow it up with a dis- 
cussion of the key findings. 


Limitations 


This study is subject to several limitations. First, the study 
may have limited generalizability because of the regional 
sampling plan used. Note that we randomly sampled from a 
list of households residing in Zip codes within the selected 
standard metropolitan statistical area. We selected this sta- 
tistical area because of the location of our affiliated univer- 
sity, presuming that respondents were more likely to comply 
with a request from a recognized institution. This might 
have biased the responses in an unspecified manner. In addi- 
tion, the size of the airline sample is relatively small, mainly 
because of a lower qualifying rate. This is consistent with 
the expectation that in a random sample, consumers are 
more likely to have shopped at least twice at a retail cloth- 
ing store in the last six months than to have traveled on an 
airline for a nonbusiness trip. Nevertheless, replication stud- 
ies in different service contexts and with varying sampling 
procedures would provide greater confidence in our results. 

Second, because this was a cross-sectional study, the 
findings may be biased by common method variance and 
spurious cause/effect inferences. Common method variance 
is known to inflate correlations, resulting in overestimations 
of the influence of hypothesized predictors. However, our 
, Jocus-is..t the differential pattern of results—in terms of 


Ff rime effects and mediation pathways. Because 
` method variance. is “common,” affecting all relationships 


equally, it 1s likely to work against detection of differential 
effects. Moreover, we provided a partial control over com- 
mon variance by, partialling out the effect of satisfaction on 
all constructs of this study. This reduces the bias due to at 


c 
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least one source of common variance. We recognize that 
drawing cause/effect inferences from cross-sectional data is 
. essentially tenuous, and we agree that longitudinal studies 
are needed to establish the hypothesized sequence of effects. 

Third, although we employed several procedures to 
refine and adapt operational measures for the trustworthi- 
ness constructs, more work is needed to establish their 
psychometric properties. Our qualitative and quantitative 
procedures inform us that operationalizations from interor- 
ganizational contexts cannot be easily adapted to the 
consumer-firm contexts. Future researchers should regard 
our operationalizations as starting points for further concep- 
tualizations of the trustworthiness constructs. In particular, it 
is useful to explore the role of corporate reputation and 
responsibility in defining the trustworthiness construct and 
the formation of trust judgments. Yet given the acceptable 
evidence of reliability and convergent and discriminant 
validity of the reported measures, it appears that the proce- 
dures used in the present study were successful. 

Fourth, we recognize that the hypothesized model does 
not include individual dispositional variables that are likely 
to moderate the specified relationships. One such disposi- 
tional variable that is worthy of pursuit in further research 
involves individual sensitivity to trust judgments. For some 
people, a high level of trust is necessary for consummating 
exchanges, but others may not regard relational trust as 
highly important. 

Fifth, alternative procedures for examining asymmetric 
effects may be examined. Our approach is based on using 
cutoff points and estimating the incremental coefficients for 
the positive domain of the asymmetrical relationship. Alter- 
natively, cubic polynomials can be used to assess asymme- 
tries without relying on cutoff points. Finally, because of the 
small sample size and inclusion of asymmetric effects, we 
used a path model with simultaneous estimation of modeled 
equations but without control over measurement error. Mea- 
surement error is known to bias path coefficients. Although 
procedures for incorporating measurement error in complex 
nonlinear equations have become available recently, they 
demand large sample sizes. In addition, data about the per- 
formance of these procedures are lacking. Future researchers 
attempting to replicate or extend the present work may find 
it useful to examine the potential of these procedures. 


Trustworthiness Dimensions and Facets 


This study offers support for the proposed multifaceted, multi- 
dimensional model of consumer trustworthiness. This support 
is based on several converging pieces of empirical evidence. 
First, the dimensions evidence acceptable psychometric prop- 
erties of reliability and convergent and discriminant validity. 
Without exception, the operational items load significantly on 
their posited dimensions. Moreover, a constrained model that 
restricted all cross-loadings to zero reproduced the observed 
variance—covariances reasonably well, thereby supporting the 
validity of the trustworthiness dimensions. Conversely, a 
model that constrained intercorrelations between the facets or 
among the dimensions to unity produced an ill-fitting model 
that significantly deteriorated the correspondence between the 
data and model. This enhances our confidence in the discrim- 
inant validity of the trustworthiness facets and dimensions. 
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Second, the trustworthiness dimensions and facets 
demonstrate nomological validity through a differential pat- 
tern of effects. For example, the management facet of trust 
had a significant effect on loyalty in both contexts (Bmpp- 
Trust = -22), but the effect of the FLE facet was nonsignifi- 
cant (Br eTrust = -04). The MPP facet has a significant effect 
on value in the airline industry (Bmpprug = -50) but not in 
the retailing context (Bypprrust = -07). The opposite pattern 
emerges for the FLE facet (Br grs = -08 and .38 for airline 
and retailing, respectively). This differential pattern of 
effects would likely be obfuscated by an aggregate construct 
of company trust. 

Third, because separate antecedents of FLE and MPP are 
modeled, we are able to examine the reciprocal relationships 
among the two trust facets. Evidently, MPP trust spills over 
to affect trust in the FLE, in accord with the transfer hypoth- 
esis. However, this transfer effect is relatively weak com- 
pared with the strong and robust influence of consumers' 
FLE trust on their trust in the management, regardless of con- 
text. These dynamic, reciprocal relationships are also obfus- 
cated in an aggregated trust construct. Likewise, the trust- 
worthiness dimensions depict a clear pattern of differential 
asymmetric effects on their respective facets (to be discussed 
subsequently). Taking these findings together, we appear to 
have sufficient evidence to conclude that operational compe- 
tence, operational benevolence, and problem-solving orienta- 
tion are distinct dimensions of perceived trustworthiness that 
are evaluated separately by the consumer for the MPP and 
FLE facets in relational service exchanges. 

Several advantages accrue from a well-specified and 
fine-grained conceptualization of trustworthiness. It 
addresses a clear gap in the literature on developing the con- 
sumer trustworthiness construct and responds to calls by 
several researchers who have argued for the centrality of this 
construct in understanding consumer loyalty (Hart and John- 
son 1999), In addition, the inclusion of and support obtained 
for the problem-solving orientation dimension coheres with 
findings from recent research in service relationships that 
has underscored its critical role in building lasting relation- 
ships (Smith, Bolton, and Wagner 1999; Tax, Brown, and 
Chandrashekaran 1998). Finally, our approach can provide 
managerial insights for targeted intervention efforts because 
of its focus on specific FLE behaviors and MPPs. 

Nevertheless, fruitful areas for further examination of 
the trustworthiness construct can be identified. First, the 
psychometric validity of the trustworthiness facets and 
dimensions across other nonconventional contexts needs to 
be established. It is conceivable that in certain contexts (e.g., 
a dentist engaged in private practice), the FLE may be virtu- 
ally indistinguishable from management and therefore a sin- 
gle facet may suffice. Alternatively, with the rapid growth of 
e-commerce, technology may emerge as an additional facet 
of evaluation (see Reichheld and Schefter 2000). Second, 
the robustness of the three trustworthiness dimensions 
should be evaluated by further replications and extensions. 
In particular, although we posit problem-solving orientation 
as another dimension of trust, further analysis of problem 
solving versus routine episodes may be pursued for a better 
understanding of the process by which trustworthiness cog- 
nitions develop and are stored. Finally, more work is needed 


to establish the distinct influence of trustworthiness dimen- 
sions and facets. As an initial step, we partialled out the 
effect of satisfaction. Other constructs may be similarly con- 
sidered in order to reveal the distinctive influence of trust- 
worthiness dimensions and facets. 


Asymmetric Effects of Trustworthiness Dimensions 


In extending the current trust literature, we hypothesized 
asymmetric effects for the trustworthiness dimensions and 
tested these hypotheses by estimating a baseline effect coeffi- 
cient and evaluating the statistical significance of the incre- 
mental coefficient for positive trustworthiness perceptions (see 
the APositive columns in Table 4). The coefficient for positive 
change is derived by adding it to the baseline coefficient, and 
the latter serves as the estimated effect for a negative change. 
On the basis of these derivations, we plotted the effects sepa- 
rately for each trust facet and industry in Figure 3. These plots 
help clarify our numerical results and guide our discussion. 

Overall, a clear and compelling pattern of asymmetric 
effects for FLE trust is evident in Figure 3 (Panel A) that is 
invariant to contextual factors. In particular, the effect of 
operational competence on FLE trust perceptions is signifi- 
cant but invariant across the positive and negative perfor- 
mance domains (B = .22). This suggests that FLE com- 
petence contributes equally to trust building and depletion. As 
such, FLE operational competence is both a motivator and a 
hygiene factor, because losses and gains matter equally. In 
contrast, FLE operational benevolence depicts negativity 
effects whereby its trust-depletion effect is significant and 
large (BopBea = .43) but its trust-enhancing effect is relatively 
weak but significant (Borgen = .17). As such, FLE operational 
benevolence is more of a hygiene factor than a motivator. This 
result supports current speculation that though subordinating 
self-interest to consumers’ best interest may help build trust, 
marketers’ actions driven by self-interest that perceptibly sub- 
ordinate consumer interest are surely going to deplete trust. 
To the extent that trust depletion in turn reduces loyalty (to be 
discussed subsequently), this depletion effect can have signif- 
icant bottom-line consequences. Finally, in accord with cue 
diagnosticity theory and counter to loss-aversion arguments, 
positivity effects emerged for the FLE problem-solving ori- 
entation. Although the depletion effect due to a unit negative 
change is significant (Bpropsoly = -1 1), the trust-building effect 
is more substantial (ABp,opsoly = -28). As such, a unit positive 
change in FLE problem-solving orientation boosts FLE trust 
strongly. Thus, problem-solving orientation is a motivator, 
because its motivating effects significantly exceed its hygiene 
effects. This coheres with the growing recognition that prob- 
lem solving is instrumental in shaping trust judgments (Tax, 
Brown, and Chandrashekaran 1998) and supports Hart and 
Johnson’s (1999) speculation that this dimension holds sig- 
nificant managerial relevance for building consumer trust. 

A weaker pattern of asymmetric effects emerges for 
MPP trust that is disparate across the two contexts (see Fig- 
ure 3, Panels B and C). For the retailing context, weak 
effects are obtained for MPP operational benevolence 
(BopBen = .02). In contrast, for the airline context, MPP oper- 
ational benevolence has equivalent and significant depletion 
and enhancing effects (BopBen = .29). As such, MPP opera- 
tional benevolence is both a hygiene factor and a motivator 


FIGURE 3 
The Effects of Trustworthiness Dimenslons on 
Consumer Trust In Retall and Airline Contexts 
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in the airline context but is largely impotent in the retailing 
context. However, operational competence has a significant 
depleting effect for MPP trust such that a unit negative 
change produces substantial declines in MPP trust in both 
contexts ( = .10). In contrast, a unit positive change 
yields a substantially lower and nonsignificant effect on 
MPP trust for the retailing context (Bopcom = —08), but it 
yields a significant effect for the airlines context that is 
equivalent to the negativity effect (Bopcom = .10). As such, 
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operational competence is a hygiene factor for the retailing 
context but serves a motivator role as well in the airlines 
context. Finally, MPP problem-solving orientation has sig- 
nificant and equivalent trust-building and trust-depletion 
effects for the retailing context (Bprobsoly = .25), but its 
effects in the airlines context are nonsignificant. Thus, 
problem-solving orientation is both a hygiene factor and a 
motivator for the retailing context but is largely impotent in 
the airlines context. 

Overall, two broad conclusions can be drawn from the 
pattern of results obtained. First, it appears theoretically 
meaningful and pragmatically useful to examine the 
antecedents of consumer trust. Specific FLE behaviors and 
MPPs can be conceptualized and psychometrically measured 
for investigation of their differential effects on consumer 
trust. Managerial initiatives and interventions for enhancing 
consumer trust can also be developed. Second, we appear to 
have sufficient evidence to conclude that further research 
should reconsider employing linear formulations of the 
effects of trustworthiness dimensions on trust. Fine-grained 
insights into the asymmetric mechanisms of trust building 
and depletion and the way these mechanisms vary across 
industry contexts are more likely to emerge if researchers 
adopt approaches along the lines of those employed in this 
study. At the same time, this study must be viewed as an ini- 
tial step that encourages future researchers to explore the 
broad scope and diverse nature of asymmetric mechanisms 
that involve trust and its dimensions, as proposed by Singh 
and Sirdeshmukh (2000), Lewicki, McAllister, and Bies 
(1998), and others. Concurrently, our results suggest that 
trust judgments are not bound by the rule of negativity 
effects rooted in loss-aversion arguments. Rather, either pos- 
itivity or negativity effects may emerge depending on the 
consumer norms for a given dimension. Further research Into 
the formation and stability of trustworthiness norms and 
their role in trust mechanisms is warranted. 


The Mediating Role of Value in Trust-Loyalty 
Relationships 


Unlike much prior research, we proposed that the effect of 
trust on loyalty is partially mediated by value. Our concep- 
tual rationale was based on two arguments. First, we posited 
that though the direct effect of trust on loyalty presumes that 
trust is intrinsically beneficial, the mediated effect assumes 
that trust benefits are conditional on producing value. Sec- 
ond, we had noted that value is a superordinate goal in mar- 
ket exchanges, exerting a dominant effect on loyalty and 
serving as a key mediator of the trust-loyalty relationship. 
Our results provide initial empirical evidence to sort 
through the preceding propositions. Value emerges as the 
consistent, significant, and dominant determinant of con- 
sumer loyalty, regardless of the service category (But = .40). 
Specifically, although trust in MPPs has a significant direct 
effect on loyalty, this influence is relatively weak compared 
with the effect of value (Bapprrust = -22 versus Bu = .40). 
The direct effect of FLE trust is nonsignificant (Bg ETrust = 
.04). This suggests that consumers’ evaluation of value in 
relational exchanges appears to carry greater weight in loy- 
alty judgments, though consumers find it inherently prefer- 
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able to maintain long-term relationships with service 
providers whose policies and practices they can trust. 

Our results also establish that value partially mediates 
the effect of trust on loyalty judgments. This is because, in 
the retailing context, FLE trust has a significant effect on 
value, and value in turn influences loyalty. Because the 
direct effect of FLE trust on loyalty is minimal after we con- 
trolled for value in the retailing context, it is clear that value 
completely mediates the effect of FLE trust. This is also sub- 
stantiated by the results from a model that excludes value 
(see n. 8). Likewise, for the airlines context, value appears to 
partially mediate the influence of MPP trust because (1) 
MPP trust has a significant, direct effect on value 
(BwPprus = -50); (2) MPP trust has a significant, direct 
effect on loyalty (Bypprrust = -22); and (3) the direct effect 
on loyalty is significantly smaller than its effect when value 
is omitted (Bypptrust = -66). However, value does not medi- 
ate the influence of MPP and FLE trust in the retailing and 
airline contexts, respectively. To the extent the mediated 
effects are significant (e.g., for MPP trust in airlines) or 
dominant (e.g., for FLE trust in retailing), these results sug- 
gest that the effect of trust on loyalty is conditional on its 
ability to enhance value. Without net increments in value, 
consumer trust is good to create but apparently does little 
good for the bottom line. 

Taken together, these results suggest caution against 
blanket assertions that are common in popular press about the 
purported power of “total” trust in creating consumer loyalty 
(Hart and Johnson 1999). Our results provide compelling 
data to counter conventional beliefs that consumer trust con- 
verts directly into loyalty and indicate that such beliefs are 
overly simplistic and probably misleading. As such, man- 
agers are well advised to forsake “blind” investments in trust- 
building activities, in hopes that trust in and of itself produces 
loyalty. Instead, a careful assessment is needed that provides 
a full accounting of trust-conversion mechanisms. Our 
results reveal that the conversion of trust to loyalty involves 
complex, multiple-loop processes that require an understand- 
ing of (1) how specific trustworthiness dimensions can build 
greater consumer trust in MPPs, the FLE, or both; (2) how 
increased consumer trust can enhance value for the con- 
sumers; and (3) how value translates into loyalty. Our results 
also suggest that such understandings are sensitive to contex- 
tual and industry factors and are likely to involve asymmetric 
influences. In summary, although there are significant pay- 
offs from building consumer trust in relational exchanges, 
realizing them is neither straightforward nor inevitable. 

Theoretically, the construct of value needs further devel- 
opment. Although the services literature has primarily 
directed attention toward relational benefits, the nature and 
role of relational costs have until recently remained largely 
unexplored (Cannon and Homburg 2001). Because con- 
sumers attempt to "manage" their relationships with mar- 
keters, they also experience significant and diverse rela- 
tional costs (Fournier, Dobscha, and Mick 1998). Ironically, 
these costs are not constant and may decrease or even 
increase over a relationship with a given provider (e.g., more 
direct solicitations, information use and privacy concerns). 
A more complete accounting of value would require a bal- 
anced study of the costs and benefits of relationships. 


Industry Varlability In Trust Mechanisms 


The inclusion of multiple service contexts makes possible the 
testing of the generalizability of our hypothesized model. By 
generalizability, we do not imply that the estimated path coef- 
ficients are necessarily invariant across the two service con- 
texts but that a single conceptual model is an adequate repre- 
sentation of trust mechanisms in both service contexts. 
However, by Imposing parameter constraints, we can examine 
the sensitivity of path coefficients to contextual variability. 

Our results support the generalizability of the conceptual 
model as indicated by its goodness of fit to the data from two 
different service contexts (see Table 4). In addition, several of 
the estimated path coefficients achieve invariance across the 
service contexts, which suggests that underlying processes 
are stable and consistent. In all, 15 of the 22 hypothesized 
paths are estimated to be invariant. More significantly, several 
critical mechanisms appear to be robust to the service con- 
text, including determinants of (1) loyalty and (2) FLE trust. 
That is, the linkages between loyalty determinants (i.e., MPP 
trust, FLE trust, and value) and loyalty are consistent across 
service contexts. Likewise for the asymmetric mechanisms 
that link FLE trustworthiness and trust. Finally, the proposed 
model explains a significant amount of variance in dependent 
variables, ranging from .40 to .83. Overall, this suggests that 
the conceptual model provides a generalizable, meaningful, 
and reasonable foundation for the study of consumer trust and 
layalty mechanisms across different service settings. 

At the same time, the proposed model helps pinpoint 
important differences across the two service contexts. 
Specifically, our results suggest that MPPs are more critical 
to trust and loyalty mechanisms in airlines, whereas FLE 
behaviors play a more central role in a retail clothing con- 
text. This is because, compared with the retailing context, 
for airlines (1) MPP trust has a stronger, dominant effect on 
value (.50 versus .07); (2) the effect of FLE trust is minimal 
and nonsignificant (.08 versus .38); (3) whereas MPP trust 
has a significant effect on loyalty in both contexts, FLE trust 
has a weaker, less dominant effect on MPP trust (.40 versus 
.56); and (4) management operational benevolence holds 
greater potential in consumer trust building (.29 versus .02). 
This is consistent with some work in the popular literature 
that underscores the significance of frontline functions such 
as personalization and prompt attention in retail business 
(e.g., Whittemore 1993) and of MPPs such as overbooking 
and schedule convenience in airline travel (Ostrowski, 
O’Brien, and Gordon 1993). Therefore, within the context 
and limitations of our study, we recommend that to provide 
value to consumers and win their loyalty, retailers should 
focus strategically on FLE effectiveness and trustworthi- 
ness. For airlines, the strategic thrust must keep MPPs and 
policies in focus as consumers rely heavily on judgments of 
airline management trustworthiness to determine value in 
relational exchanges and reciprocate with loyalty accord- 
ingly. Overall, we appear to have converging evidence to 
suggest that we are unlikely to find simple and profound 
Insights into trust and loyalty mechanisms that remain 
unperturbed by contextual variability. 


Concluding Notes 


Contemporary thought in marketing recognizes that trust is 
a critical factor in relational exchanges between consumers 
and service providers. Although our findings cohere with 
this basic thought, we refine and extend the literature in sev- 
eral important ways. By modeling trust-building and trust- 
depletion processes, our approach rejects static notions of 
trust and embraces a dynamic, asymmetric view in which all 
good behaviors and practices do not always build trust and 
the potential for trust depletion is imminent. By including 
multiple dimensions of trustworthiness, including opera- 
tional competence, operational benevolence, and problem- 
solving orientation, along two distinct facets of trust judg- 
ments, our modeling offers fine-grained insights into 
trust-building and trust-depletion processes. This refines and 
extends contemporary understanding of trust dynamics to 
provide theoretical and managerial insights. Moreover, by 
including value as a mediator of the trust-loyalty effect, our 
study identifies mechanisms that mediate the conversion of 
trust into loyalty. This rejects simplistic views that payoffs 
from efforts to build trust are inevitable and enables us to 
empirically test theory-driven hypotheses about the mecha- 
nisms that govern these payoffs. Consequently, our study 
calls for a shift in the kind of questions that managers and 
researchers should entertain about the role of trust in rela- 
tional exchanges. Instead of asking if trust is important to 
have or whether trust matters, our study argues for questions 
such as “How can firms build trust?’ “What actions will 
deplete trust?” and “What factors mediate and/or moderate 
the influence of trust on loyalty?” Although our study only 
begins to scratch the surface of these inquiries, the insights 
obtained indicate several fruitful avenues for further 
research. By pursuing these avenues, future researchers can 
shed further light on the effect of trust in consumer—firm 
relationships and the mechanisms that underlie its influence 
on key consequences, including value and loyalty. These 
efforts, in turn, have the potential to help managers unlock 
the payoffs from trust and win consumer loyalty while alert- 
ing managers to behaviors and practices that will likely 
deplete consumer trust and erode consumer loyalty. 


Appendix 
Operational Measures Used to 
Measure Study Constructs for 

Retail and Airline Contexts 


FLE Behaviors (five-point scale, “strongly 
disagree”/“strongly agree”) 
The (store) employees ... 
Operational Competence (un = 3.67, Op = .8) 
Work quickly and efficiently. 
Can competently handle most customer requests. 
Can be relied upon to know what they are doing. 
Operational Benevolence (Up = 3.79, Op = .8) 
Act as if they value you as a customer. 
Can be relied upon to give honest advice even if they 
won’t make a sale. 
Treat you with respect. 
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Problem-Solving Orientation (ug = 3.28, Op = .7) 

Don't hesitate to take care of any problems you might 
have with clothing items purchased at the store. 

Go out of their way to solve customer problems. 

Are willing to bend company policies to help address 
customer needs. 


MPPs (five-point scale, “strongly 
disagree”/“strongly agree”) 


The store ... . 

Operational Competence (un = 3.61, Op = .9) 

Is organized so as to make it easy to pick your clothing 
selection. 

Is generally clean and free of clutter. 

Keeps checkouts staffed and moving so you don't have 
to wait. 

Operational Benevolence (Hp = 3.49, on = BI 

Has policies that indicate respect for the customer. 

Has policies that favor the customer's best interest. 

Acts as if the customer is always right. 

Problem-Solving Orientation (Jig = 3.56, Op = BI 

Has practices that make returning items quick and easy. 

Goes out of the way to solve customer problems. 

Shows as much concern for customers returning items as 
for those shopping for new ones. 


Satisfaction (ten-polnt scale, ug = 7.29, Op = 1.8) 


How satisfying was your last shopping experience at this store? 
“Highly unsatisfactory’/“highly satisfactory.” 
“Very unpleasant’/“very pleasant.” 
“Terrible’/“‘delightful.” 


Trust in MPPs (ten-point scale, ug = 7.84, Op = 1.6) 


I feel that this store is ... 

“Very undependable"/"very dependable.” 

“Very incompetent"/"very competent.” 

“Of very low integrity”/“of very high integrity.” 

“Very unresponsive to customers"/"very responsive to 
customers.” 


Trust in FLEs (ten-point scale, jip = 7.38, Op = 1.7) 


I feel that the employees of this store are ... 

“Very undependable"/"very dependable.” 

“Very incompetent’/‘very competent.” 

“Of very low integrity’/“of very high integrity." 

“Very unresponsive to customers”/“very responsive to 
customers.” 


Value (ten-point scale, ug = 7.28, Op = 1.5) 


Please evaluate the store on the following factors. 

For the prices you pay for clothing items at this store, 
would you say shopping at this store is a ["very poor 
deal"/*very good deal,” ten-point scale]? Š 

For the time you spent in order to shop at this store, 
would you say shopping at this store is [“highly unreason- 
able”/“highly reasonable,” ten-point scale]? 

For the effort involved in shopping at this store, would 
you say shopping at this store is [“not at all worth- 
while"/*very worthwhile,” ten-point scale]? 
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How you would rate your overall shopping experience at 
this store? [“extremely poor value"/"extremely good value,” 
ten-point scale]. 


Loyalty (ten-point scale, “very unlikely/"very 
likely,” ug = 6.98, og = 2.1) 


How likely are you to ... 
Do most of your future shopping at this store? 
Recommend this store to friends, neighbors, and relatives? 
Use this store the very next time you need to shop for a 
clothing item? 
Spend more than 50% of your clothing budget at this store? 


FLE Behaviors (five-point scale, “strongly 
disagree"/"strongly agree”) 


The (airline) employees ... 

Operational Competence (A = 3.76, G4 = .7) 

Work quickly and efficiently. 

Can competently handle most customer requests. 

Can be relied upon to know what they are doing. 

Operational Benevolence (u4 = 3.58, 04 BI 

Act as if they value you as a customer. 

Can be relied upon to give accurate information in the 
event of flight delays or cancellations. 

Treat you with respect. 

Problem-Solving Orientation (tq = 3.31, 04 = .8) 

Don’t hesitate to take care of any problems that might 
arise during flight. 

Go out of their way to solve customer problems. 

Are willing to bend company policies to help address 
customer needs. 


MPPs (five-point scale, “strongly 
disagree"/"strongly agree") 
The airline ... 
Operational Competence (Ha = 3.51, 04 = BI 
Has fast, efficient check-in procedures. 
Keeps its airplanes clean and free of clutter. 
Has fast, efficient baggage claim service. 
Operational Benevolence (p4 = 3.23, 04 = BI 
Has practices that indicate respect for the customer. 
Favors the customer's best interest. 
Acts as if the customer is always right. 
Problem-Solving Orientation (ua = 3.14, 64 = .9) 
Makes every effort to get you to your final destination as 
quickly as possible when there are delays or cancellations. 
Goes out of the way to solve customer problems. 
Shows as much concern for customers.in economy class 
as it does for customers in first/business class. 


Satisfaction (ten-point scale, i, = 6.83, G4 = 1.8) 
How satisfying was your last experience with this airline? 
*Highly unsatisfactory"/"highly satisfactory." 
“Very unpleasant’/“very pleasant.” 
“Terrible”/“delightful.” 


Trust in MPPs (ten-point scale, p4 = 7.24, 04 = 1.7) 


I feel that this airline is ... 
“Very undependable’/“very dependable.” 


“Very incompetent”/“very competent.” 

“Of very low integrity”/“‘of very high integrity.” 

“Very unresponsive to customers"/"very responsive to 
customers.” 


Trust In FLEs (ten-point scale, Da = 7.44, 04 = 1.8) 


I feel that the employees of this airline are ... - 

“Very undependable”/“very dependable.” 

“Very incompetent"/"very competent? — . 

“Of very low integrity”/“of very high integrity.” 

“Very unresponsive to customers"/"very responsive to 
customers." 


Value (ten-point scale, (a = 6.54, 04 = 1.8) 


Please evaluate the airline on the following factors... 

For the prices you pay for traveling with this airline, 
would you say travelling on this airline ıs a [very poor 
deal"/"very good deal,” ten-point scale]? 


For the time you spent in order to travel with this airline, 
would you say travelling on this airline is [“highly unrea- 
sonable"/"highly reasonable,” ten-point scale]? 

For the effort involved in traveling with this airline, 
would you say travelling on this airline is [“not at all worth- 
while”/“very worthwhile,” ten-point scale]? 

How you would rate your overall experience with this 
airline? [“extremely poor value”/“extremely good value,” 
ten-point scale]. 


Loyalty (ten-point scale, “very unlikely"/"very 
likely,” u4 = 7.30, 04 = 2.1) 


How likely are you to ... 
Do most of your future travel on this airline? 
Recommend this airline to friends, neighbors, and 
relatives? 
Use this airline the very next time you need to travel? 
Take more than 5096 of your flights on this airline? 
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James H. McAlexander, John W. Schouten, & Harold F. Koenig 


Building Brand Community 


A brand community from a customer-experiential perspective is a fabric of relationships in which the customer is 
situated. Crucial relationships include those between the customer and the brand, between the customer and the 
firm, between the customer and the product in use, and among fellow customers. The authors delve ethnographi- 
cally into a brand community and test key findings through quantitative methods. Conceptually, the study reveals 
insights that differ from prior research in four important ways: First, it expands the definition of a brand community 
to entities and relationships neglected by previous research. Second, it treats vital characteristics of brand com- 
munities, such as geotemporal concentrations and the richness of social context, as dynamic rather than static phe- 
nomena. Third, it demonstrates that marketers can strengthen brand communities by facilitating shared customer 
experiences in ways that aiter those dynamic characteristics. Fourth, it yields a new and richer conceptualization 
of customer loyalty as integration in a brand community. 


brand loyalty. Just as the legendary grail of Arthurian 

quest held the promise of extended life and renewal, 
marketers attribute to brand loyalty and its sister icon, cus- 
tomer retention, the promise of long-term profitability and 
market share (Bhattacharya, Rao, and Glynn 1995; Reicheld 
and Sasser 1990). Unfortunately, marketing's knights-errant 
face a daunting problem: They have not fully understood 
what the grail looks like or where it can be found. As a 
result, marketers have devised strategies and designed pro- 
grams to build loyalty with limited information about their 
real impact or ultimate consequences (Dowling and Uncles 
1997; Fournier, Dobscha, and Mick 1998). 

To address this problem, we sought out places where we 
could find loyal customers, and we studied the processes 
that led to their loyalty. What we found were consumers 
forging and strengthening a variety of relationships. Many 
recent quests for the loyalty grail have ventured into the area 
of relationship marketing (see Garbarino and Johnson 1999; 
Gruen, Summers, and Acito 2000; Price and Arnould 1999). 
As a new imperative in marketing practice (Berry 1995, 
Deighton 1996; Gundlach, Achrol, and Mentzer 1995; Web- 
ster 1992), a focus on customer relationships is presented as 
an avenue to competitive advantage (Berry 1983, 1995; 
Kalwani and Naryandas 1995; Peppers and Rogers 1993). 
The relationships we observed were in many ways different 
from those that have been the focus of most prior research 
(see Fournier 1998). We found consumers and marketers 
jointly building communities In exploring those communi- 
ties, we discovered new ways of understanding loyalty. 


F: decades, marketers have sought the Holy Grail of 
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Marketplace Communities 


A community is made up of its member entities and the rela- 
tionships among them. Communities tend to be identified on 
the basis of commonality or identification among their mem- 
bers, whether a neighborhood, an occupation, a leisure pursuit, 
or devotion to a brand. What seems relatively self-evident 
about communities is the extent to which they are instrumental 
to human well-being. Through communities, people share 
essential resources that may be cognitive, emotional, or mate- 
rial in nature. Among all the things that may or may not be 
shared within any given community—things such as food and 
drink, useful information, and moral support—one thing seems 
always to be shared: the creation and negotiation of meaning. 

With no more than a cursory look at contemporary soci- 
ety, we can identify communities whose primary bases of 
identification are either brands or consumption activities, that 
is, whose meaningfulness is negotiated through the symbol- 
ism of the marketplace. Scholars have grappled conceptually 
and empirically with such communities and have examined 
some of the dimensions that shape them (see Arnould and 
Pnce 1993; Celsi, Rose, and Leigh 1993; Fischer, Bristor, 
and Gainer 1996; Granitz and Ward 1996; Holt 1995; Moore, 
Mazvancheryl, and Rego 1996; Muniz and O'Guinn 1996, 
2001; O'Guinn 1991; Schouten and McAlexander 1995). 

Our understanding of marketplace communities begins 
with what Boorstin (1974, p. 89) describes as consumption 
communities, which he characterizes as “invisible new com- 
munities |.. created and preserved by how and what men 
consumed." He observes that in the emerging consumer cul- 
ture that followed the industrial revolution, the sense of 
community in the United States shifted away from the tight 
interpersonal bonds of geographically bounded collectives 
and into the direction of common but tenuous bonds of 
brand use and affiliation: 


The modern American, then, was tied, if only by the 
thinnest of threads and by the most volatile, switchable 
loyalties, to thousands of other Americans in nearly every- 
thing he ate or drank or drove or read or used. Old- 
fashioned political and religious communities now became 
only two among many new, once unimagined fellowships. 
Americans were increasingly held to others not by a few 
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iron bonds, but by countless gossamer webs knitting 
together the trivia of their lives. (Boorstin 1974, p. 148) 


Visit Camp Jeep or a HOG (Harley-Davidson) rally. Par- 
ticipate in a Saturn Homecoming. Go to a DeWalt contrac- 
tors night at the local lumberyard. In each of these settings, 
and others, the so-called invisible consumption communities 
described by Boorstin (1974) suddenly become visible. 
Although we found Boorstin’s concept of consumption 
communities attractive, in our own field research we dis- 
covered phenomena, such as subcultures of consumption 
(Schouten and McAlexander 1995), that more closely 
resembled his “iron bonds” than his “gossamer webs.” We 
apparently were seeing a different kind of community. 

Another kind of collective, a brand community, ts defined 
by Muniz and O’Guinn (2001, p. 412) as “a specialized, non- 
geographically bound community, based on a structured set of 
social relationships among users of a brand.” The communi- 
ties they describe in their insightful work are a better fit for the 
types of relationships we encountered in the field than were 
Boorstin’s consumption communities. Muniz and O’Guinn’s 
study of brand community, along with other work in the realm 
of consumer collectives (Holt 1995; Schouten and McAlexan- 
der 1995), indicates that intercustomer relationships figure 
importantly in the loyalty equation. In our research, we have 
found the emphasis on social relationships among customers 
to be correct but not entirely complete. Other entities and rela- 
tionships weave through the fabric of community. 


A Broader View of Brand Community 


Muniz and O’Guinn (2001) envision a brand community as a 
customer—customer—brand triad. We suggest an extension of 
their model as well as a shift of perspective. Construing brand 
community as a social aggregation of brand users and their 
relationships to the brand itself as a repository of meaning 
(see Aaker 1996; Aaker 1997; Gardner and Levy 1955; 
Grubb and Grathwohl 1967) overlooks other relationships 
that supply brand community members with their common- 
ality and cultural capital (Holt 1998). Customers also value 
their relationships with their branded possessions (see Belk 
1988; Holbrook and Hirschman 1982; Wallendorf and 
Arnould 1988) and with marketing agents (see Doney and 
Cannon 1997; Dwyer, Schurr, and Oh 1987) and institutions 
(see Arnould and Price 1993; Belk 1988; Bhattacharya, Rao, 
and Glynn 1995; Brown and Dacin 1997; Gruen, Summers, 
and Acito 2000; Morgan and Hunt 1994; Price and Amould 
1999) that own and manage the brand. Granting community- 
member status to the branded product and to the marketer sit- 
uates both the customer-brand dyad (the traditional focus of 
brand loyalty scholars) and the customer—customer—brand 
triad (Muniz and O’Guinn’s [2001] elemental brand commu- 
nity relationship) within a more complex web of relationships 
(see Figure 1). We take the perspective that brand community 
is customer-centric, that the existence and meaningfulness of 
the community inhere in customer experience rather than in 
the brand around which that experience revolves. 


The Dynamic Nature of Brand Community 


Research on consumption and brand communities identifies 
several dimensions on which they differ, including geo- 
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graphic concentration, social context, and temporality. Typ- 
ically, these dimensions are treated as static identifiers in 
typological discussions (see Fischer, Bristor, and Gainer 
1996; Granitz and Ward 1996; Tambyah 1996) Scholars 
have yet to fully examine these dimensions of brand com- 
munity as dynamic continua or shifting mosaics, yet this is 
necessary if they are to understand how the amorphous con- 
sumption communities described by Boorstin (1974) some- 
how coalesced into the visible, vibrant, and multifaceted 
brand communities that we encountered in the field. 
Geography is one dimension on which communities dif- 
fer. Although brand communities have been defined as non- 
geographically bounded (Muniz and O'Guinn 2001), they 
may be either geographically concentrated (Holt 1995) or 
scattered (Boorstin 1974). They may even exist in the 
entirely nongeographical space of the Internet (Granitz and 
Ward 1996; Kozinets 1997; Tambyah 1996). Studies have 
tended to be situated statically on the dimension of geo- 
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graphic concentration, even if they consider multiple geo- 
graphies. What can be learned if this dimension is treated 
dynamically? For example, how does a normally scattered 
brand community respond to temporary geographic concen- 
trations, such as in the case of a brandfest (McAlexander 
and Schouten 1998)? 

Related to, but not dependent on, geographical concen- 
tration is the dimension of social context. Interactions within 
a brand community may be nch in social context or nearly 
devoid of it (Fischer, Bristor, and Gainer 1996). Communi- 
cation may be predominantly face to face, mediated by elec- 
tronic devices, or a function of corporate mass media 
(Boorstin 1974). Community members may have a great 
deal of information about one another, including such data 
as age, sex, attractiveness, and personal history, or they may 
know nothing of one another but pseudonymous “handles” 
and openly demonstrated topic knowledge (Granitz and 
Ward 1996). Studies of brand communities tend to be situ- 
ated statically with respect to social context. There is little 
understanding of movement along this dimension. What 
happens, for example, when mass-mediated brand commu- 
nities have the opportunity for context-rich relationships? 

Yet another dimension of communities is their temporal- 
ity. Some are stable or enduring (Schouten and McAlexander 
1995). Others are temporary or periodic (Arnould and Price 
1993; Holt 1995; McGrath, Sherry, and Heisley 1993). The 
temporal stability of a community can be an asset to marketers 
inasmuch as longevity equates with a long-term, stable mar- 
ket. Still, even situational communities have been observed to 
share meaningful consumption experiences (Arnould and 
Price 1993; McGrath, Sherry, and Heisley 1993). What hap- 
peus to a temporary brand community after its situational rel- 


evance ends? Is a brand community's temporality affected by 
changes in other dimensions, such as increased social context? 
Another dimension that adds complexity to the study of 
communities is their basis of identification. Communities 
may be based on such wide-ranging commonalities as kin- 
ship ties, occupational connections, religious beliefs, or 
leisure pursuits. In the context of any person's life, some 
communities may overlap and interlock significantly. Others 
may represent separate arenas of activity. Scholars of brand 
community often neglect the effects of multiple community 
memberships. Interesting questions arise when the possibil- 
ity of interlocking community ties is recognized. For exam- 
ple, does commitment to a brand community increase (or 
decrease) if other members of a person's extended family, 
neighborhood, or work community also belong? 


Research Program 


This multiple-method research program began with ethnog- 
raphy through which findings or themes emerged and devel- 
oped in a nonlinear fashion. We added quantitative support 
through a pretest/posttest design and structural equations 
analysis of a key conceptual model. Finally, we returned to 
ethnographic work for longitudinal and integrative perspec- 
tives (for a research time line, see Figure 2). Taken together, 
these methods and findings harmonized in a way that may 
best be described in terms of Price and Arnould's (1998) 
"conducting a choir" metaphor. 


Ethnography 


A focus on two brands, Jeep and Harley-Davidson, and two 
ethnographic research programs served as the foundation of 
this research. An account of the methods used ın the work 


FIGURE 2 
Research Time Line 
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with Harley-Davidson owners already exists (Schouten and 
McAlexander 1995). Except where noted, the following 
description pertains to the study of Jeep owners. 

This study conforms in many ways to the technique of 
situated or autoethnography (Denzin 1997; Denzin and Lin- 
coln 1994), in that the ethnographers became fully situated 
as members of the group being studied (see Schouten and 
McAlexander 1995). With corporate access and support, we 
began as naive, neophyte off-road drivers with rented Jeep 
vehicles. By the third year of our involvement, two authors 
had acquired Jeep vehicles? As suggested by Stewart (1998), 
this research employed prolonged fieldwork in two brand 
communities (Jeep and Harley-Davidson), which gave us 
the opportunity to experience brand community from multi- 
ple perspectives and observe ways in which ownership expe- 
riences and motives evolved. 

Unlike pure autoethnography, this study was influenced 
by accountability to corporate marketing decision making. 
Sponsorship of the Jeep-related research by DaimlerChrysler 
and Bozell (Jeep Division's principal advertising agency) 
forced us periodically to withdraw from the situated- 
consumer perspective and engage in analysis of the owner as 
"other" in order to consider marketing implications of our 
emergent findings. Consistent with the current psychological 
notion of fluid, dynamic, and contextual self structures 
(Markus and Wurf 1987), shifting our roles as researchers 
turned out to be almost as easy as shifting context. 


Ethnographic Fleldwork 


We began our ethnographic research at brandfests 
(McAlexander and Schouten 1998) and then broadened the 
field context to include sites that were not event related. 
Eventually, through product adoption we became fully situ- 
ated in the experience of Jeep ownership and gained per- 
sonal points of reference on which to reflect our data and 
analyses. The brandfests, including Jeep Jamborees, Camp 
Jeep, and Jeep 101, hosted significant numbers of brand 
owners and potential owners engaging in brand consump- 
tion and the celebration thereof. Briefly, Jamborees are 
regional rallies with a focus on off-road trail driving; Camp 
Jeep is a national rally that, in addition to off-road driving 
opportunities, offers lifestyle and product-related activities; 
and Jeep 101 is a touring off-road driving course coupled 
with product-related activities and displays. Although the 
participant mix varied somewhat by event, all the brandfests 
attracted a wide range of owners (and friends), from veteran 
off-roaders to neophytes and from first-time owners to those 
with family heritages of Jeep ownership. These events are 
described more completely in McAlexander and Schouten's 
(1998) work. 

Fieldwork at brandfests consisted mainly of participant 
observation augmented by photography, videotaping, and 
informal interviews. Near the end of an event, it frequently 
became convenient to engage in more formalized depth 
interviews. Our data-recording methods mirrored the activi- 
ties of many other participants who sought to capture their 
experiences to share with "the folks back home." We gath- 
ered data throughout the events, including at orientations, at 
meals, on the trails, and at social gatherings. Typically, for 
the first day or two of an event, we maintained an unobtru- 


Sive presence as participants. Accurately representing our- 
selves as relative newcomers to the off-road experience, we 
placed ourselves in positions to empathize with other first- 
timers and to receive instruction and socialization from 
experienced owners. Our conversations covered such topics 
as ownership history; off-road experience; current thoughts 
(e.g., anxieties, excitement, periodic boredom, opinions 
about the event); plans for Jeep usage; and personal data, 
including names, occupations, family situations, and occa- 
sionally addresses. On-trail relationships developed a famil- 
iarity that enabled us to observe changes in attitudes and 
social relationships over the course of an event. 

To challenge our emergent findings from event ethnog- 
raphy, we broadened our scope to include informants who 
did not choose to attend brandfests. We interviewed six 
informant households in a western city (selected for diver- 
sity in ownership of the basic Jeep platforms). This research 
is also informed by ongoing ethnographic involvement with 
Harley-Davidson owners beyond that reported previously. 
Relationships with informants established eight years earlier 
provide us longitudinal perspectives of these consumers' 
experiences in brand communities. We also conducted depth 
interviews with marketing managers and consumers of the 
brands DeWalt (a marketer of power tools) and Mentor 
Graphics (a producer of software used in high-technology 
design). These interviews helped us determine whether the 
findings are resonant across diverse industries and markets 
rather than idiosyncratic to the industries we studied. 


Interpretive Analysis 


Analysis of the ethnographic data occurred at several levels. 
We conducted a first level of analysis individually through- 
out the process of data collection, continually reflecting 
them against previous data and emerging themes. We con- 
ducted a second level of analysis at intervals throughout 
each day in group analysis and synthesis sessions. These 
sessions involved the principal researchers and frequently 
included research assistants and/or agency personnel who 
attended and monitored the events. At these sessions, each 
person discussed his or her activities, findings, and insights 
from the foregoing period. We used previous findings to 
elaborate, test, and delimit emerging themes as well as to 
suggest directions for further inquiry. The third level of 
analysis involved intensive study of recorded data. The goal 
of this analysis was to scrutinize themes more thoroughly 
and elaborate those that stood up to scrutiny. 


Ethnographic Findings 
Brandfests, in essence, provide for geotemporal distillations 
of a brand community that afford normally dispersed mem- 
ber entities the opportunity for high-context interaction. 
These conditions prevail for all the types of customer- 
centric relationships that make up a brand community. In 
this section, we present findings that both support and 
extend Muniz and O'Guinn's (2001) brand community 
work, especially with respect to their central issues of con- 
sciousness of kind, shared rituals and traditions, and sense 
of moral responsibility. We then expand on the dynamics of 
geography, social context, temporality, and interlocking 
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communities. Last, we offer a new conceptualization of cus- 
tomer loyalty as integration in a brand community. 


Brand Community Emerges 


During fieldwork at Jamborees and Camp Jeep, we observed 
the building of brand community. The Jeep owners who came 
to these events were quite diverse. Our observations, sup- 
ported by event registration data, revealed that roughly half 
of event participants had never taken their vehicles off the 
highway. They belonged to no Jeep-related clubs, felt no sub- 
cultural affiliation, and had few interactions with other Jeep 
owners beyond incidental encounters on the roads or parking 
lots of their daily living environments. Even among the vet- 
eran off-roaders, important differences existed. For example, 
certain drivers espoused the “tread lightly” ethos promoted 
by conservation groups and Jeep corporate communications, 
whereas others demonstrated with mud-covered vehicles a 
more cavalier stance toward the environment and an ethos of 
conquest over nature. Notwithstanding their differences, 
these diverse Jeep owners created meaningful temporary 
communities within the broader brand community. 

All the characteristics of brand community discussed by 
Muniz and O’Guinn (2001) soon manifested themselves: 
consciousness of kind, shared ntuals and traditions, and a 
sense of moral responsibility. In our observation, however, 
these characteristics of brand community did not all and 
equally exist before the brandfest events. 

Consciousness of kind, for many community members, 
was tempered by a fear of not belonging. Interviews at the 
inaugural Camp Jeep revealed that one potential barrier to 
participation among some owners was a fear of not fitting in. 
Put simply, the images they held of other customers in this 
particular consumption context were inaccurately based on 
prejudicial stereotypes that often emphasize ways in which 
these “others” are different from themselves. Jake, a new 
Grand Cherokee owner, said that he “almost didn’t come” to 
Camp Jeep because he expected the event to attract a pre- 
dominance of “barbanans” and “hard-core four-wheelers.” 
He spoke of his fear of feeling “like some geeky yuppy on 
the sidelines.” That fear was quelled somewhat upon his 
arrival as he observed other Grand Cherokees, which he pre- 
sumed belonged to people similar to himself. Similarly, 
Amanda, the upscale wife of a retired surgeon, attended the 
1996 Camp Jeep reluctantly. On the first day of the three- 
day event, she explained, “I just don’t see myself as a ‘Jeep 
Person,” in a pejorative tone. At the close of the event, we 
spoke with her again, and she reported having experienced a 
quantum shift in attitude. She lauded Chrysler’s efforts in 
creating an enjoyable event. Her experience gave her added 
appreciation for her own Jeep and its capabilities. Moreover, 
having interacted pleasurably with many people, she no 
longer maintained a me-versus-them attitude about “Jeep 
people.” 

Anxieties about belonging were dispelled in part by the 
outreach of experienced participants acting out of a sense of 
moral responsibility. For example, on-trail instruction for 
neophytes at Jamborees was provided by knowledgeable 
participants who spontaneously stepped forward to assist 
them through difficult stretches of trail. In Colorado, a long- 
time Jeep owner spent time at an intimidating stream cross- 
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ing, loudly guiding drivers along the “correct” route through 
the rough water. He encouraged inexperienced drivers and 
reassured them about the capabilities of their vehicles. He 
seemed to relish the recognition and status that came with 
his superior knowledge and skills. The benefits of brand 
socialization between more and less experienced owners are 
symbiotic. New owners benefit from the expertise and social 
approval of veterans. At the same time, veterans benefit 
from the status accorded them in their assumed leadership 
roles. Moreover, the community as a whole benefits as 
exchanges of knowledge cement relationships through reci- 
procal exchanges of value (Gouldner 1960; Sahlins 1972). 

As community members, marketers also contribute to 
the process of community building by creating the context in 
which owner interaction occurs. For example, participants 
shared their driving experiences through ritual storytelling 
facilitated by activities, such as barbecues and roundtable 
discussions, hosted by the marketers. Topics ranged from 
trails and adventures to aftermarket equipment. One rela- 
tively mundane conversation centered on the ritual “Wran- 
gler wave" given by Jeep Wrangler owners when they pass 
each other on the road. The wave is a tradition that many 
owners learn in the course of everyday driving, but we saw 
this in-group knowledge verified and reinforced through dis- 
cussion at a Jeep 101 gathering. 

Marketers may also take an active role in establishing 
the shared rituals, traditions, and meanings that foster con- 
sciousness of kind. Tools such as a "History of Jeep" exhibit 
at Camp Jeep and Jeep 101 helped underscore a sense of 
similarity, authenticity, and exclusivity among participants. 
Promotional materials that depict the product in use may 
help establish shared aspirations. One informant at Camp 
Jeep told us that he had come to the Colorado event from his 
midwestern home largely because of inspiring advertise- 
ments that depicted a Jeep like his in a pristine mountain 
environment. His excitement was heightened by the regis- 
tration packet, which provided guidelines for enjoyment of 
the event. Certain techniques of off-road driving, such as 
starting the vehicle in gear to avoid tire slippage, were 
repeated by staff driving instructors many times over the 
course of a Jeep Jamboree and were codified in a booklet of 
off-road driving tips. 

Marketers, as well as owners, have incentives to exercise 
moral responsibility to brand and community. For example, 
the ethic of nondestructive driving was a matter of intense 
indoctrination at Jamborees. The event sponsors heavily 
promote the "tread lightly" program as a cornerstone value 
of Jeep and Jeep ownership, and the message is passed along 
by owners. To the owners and marketers alike, “treading 
lightly" serves the dual purposes of protecting the environ- 
ment and preserving access to off-highway trails. 

The community-building activities of event participants, 
including marketers, appeared to be remarkably efficient. 
Even owners who came to events dwelling on how different 
they felt from others often left after two or three days believ- 
ing they.belonged to a broader community that understands 
and supports them in realizing their consumption goals. In 
this discussion of event-intensified brand communities, we 
have dwelt primarily on human-to-human interactions. In 
these geotemporally concentrated situations, the relation- 


ships between owners and their vehicles and between cus- 
tomers and the brand also benefit from enriched context. 
Through ritual consumption, participants routinely reported 
newfound intimacy with and understanding of their vehi- 
cles. Likewise, their many positive experiences under the 
auspices of the Jeep brand conveyed its potency as a symbol 
of their values and lifestyle preferences. To better under- 
stand how these transformations occur, we turn again to the 
dynamic dimensions of brand community. 


Dynamic Dimensions of Brand Communities 


At an Ouray, Colo., Jeep Jamboree, we interviewed partici- 
pants from many parts of the country, including California, 
Utah, Iowa, and Illinois. Some had come with friends or 
members of local clubs, but many had only passing acquain- 
tanceships, if that, with other Jeep owners. One couple from 
Illinois was illustrative. Their prior connections to brand 
community were limited to the purchase transaction with 
their dealer, direct mail from Jeep, and advertising. They 
learned about the Jamboree from a brochure. They had been 
to Colorado for winter ski trips but had never experienced 
the Rockies during the summer. The Jamboree gave them an 
excuse to do so and to become familiar with the four-wheel 
drive capabilities of their Grand Cherokee. This was their 
first off-pavement excursion. At the beginning of an all-day 
trail ride, we found ourselves lined up behind them. We were 
intrigued by their enthusiasm, especially that of the wife, 
who carried a large camcorder as though it were an 
appendage of her body. By midway through the day, we 
were calling each other by first names, sharing personal sto- 
Ties, and exchanging addresses with the expectation of 
future -interaction. An unforgettable part of the experience 
was watching their confidence in their Jeep grow as they 
surmounted the challenges of the rough and sometimes pre- 
cipitous road. Their appreciation for their vehicle was con- 
tagious. This was not an isolated case. Similar bonds were 
formed among strangers at every event we attended, and at 
every event people were vocal with their enthusiasm for 
Jeep and their Jeep vehicles. 

Just as Jeep owners got to know one another by virtue of 
sharing the same geotemporal space, they also got to know, 
or at least interact with, agents of DaimlerChrysler and the 
Jeep brand. At Camp Jeep they were able to converse with 
Jeep engineers in roundtable discussions. At Camp Jeep and 
Jeep 101, uniformed “camp counselors” were on hand to 
deliver hospitality that ranged from free beverages to Jeep 
product information to off-highway trail recommendations. 
The message in this: Behind the product and the normal cor- 
porate communications are real people who understand and 
care about their customers. 

Compared with the normally diffuse nature of a brand 
community, the temporary geographic concentrations pro- 
vide a rich social context for communication. In close prox- 
imity, people got to know one another in ways that would be 
difficult or impossible through electronic or mass media. 
Face-to-face contact reduces opportunities for personal mis- 
representation. A novice driver would have difficulty boast- 
ing of off-road driving prowess while nervously hanging on 
to every word of a trail coach or spotter. More to the point, 
high-context interactions speed up the processes of social- 


ization. They enable consumers to see, feel, and hear 
demonstrations of product use. They provide more informa- 
tion on which to base judgments about people’s credibility, 
sincerity, and concern for one another. In some cases, sus- 
tained interpersonal interactions can lead to relationships 
that transcend mere common interest in a brand and its 
applications. 

By the end of a Jamboree or Camp Jeep, weekend partic- 
ipants may have formed friendships necessitating good-byes. 
Inherent in the good-byes there may be a desire to reconnect 
with people or form similar friendships at future times in 
similar situations. At our first Camp Jeep, we were struck by 
the enthusiasm that we shared upon encountering a couple 
whom we initially met at our first Jamboree. At the second 
Camp Jeep, we found participants seeking friends whom they 
had met the previous year at the inaugural Camp Jeep event. 
This included us, as we reestablished ties with informants we 
had met at both the previous Camp Jeep and the earlier Jam- 
borees. What began as a temporary or situational community 
had developed an apparent momentum toward greater tem- 
poral stability. This increased sense of community longevity 
appeared to be a direct result of the qualities of relationships 
facilitated by the temporary geographic concentration and 
the contextual richness of the events. 

The Jeep brand community 1s not the primary commu- 
nity affiliation for most, if any, of our informants, nor does 
it exist independently of other social groups. Consider the 
phenomenon described by Pamela and Greg, Cherokee 
owners, in this West Coast in-home interview excerpt: 


Pam: A number of people have bought ’em (Jeep Chero- 
kees) since we’ve bought. .. 


Greg: Yeah, it’s sort of like it’s just grown in a circle of 
people. The people that we initially—before chil- 
dren—we used to hang out a lot with, three or four 
of them have Jeeps of some kind or.... 


Pam. They all lived in this little cul-de-sac, and they all 
owned Jeep Cherokees! | mean you didn’t move 
there unless you [laughing] had a Cherokee! 


Other informants also spoke of friends and family who 
owned Jeeps. Waiting in line to drive at Jeep 101 in Boston, 
we struck up a conversation with Tom and Cindy, who were 
approximately 35 years of age, and asked if any of their 
friends or family also owned Jeeps. Tom described a three- 
year chain reaction of Jeep purchases that began with his 
own and ended with three of his five siblings as well as his 
father also owning Jeep vehicles of one model or another. 
Tom’s experience is a vivid illustration of what Olsen (1995) 
calls the “lineage factor” in brand loyalty. 

By encouraging participants to bring friends or family to 
Jeep 101, the corporate sponsors provide opportunities for 
sharing brand enthusiasm and experiences. Among Jeep 
owners, we have observed many cases of conversion to the 
brand among family members, including siblings, spouses, 
children, and parents. Larry, a Boston optometrist we inter- 
viewed at Jeep 101, called to his 15-year-old son during our 
interview and introduced him as “the next generation of 
Wrangler owner” to the son’s enthusiastic agreement. The 
Goldsmiths, a New York family arid owners of their third 
Grand Cherokee, came to Jeep 101 to assess the Wrangler as 
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a possible car for their daughter, who was about to turn 16; 
by the end of the event, they were planning the purchase 
right down to the choice of color. In an interview with a 
father-son pair in New York, we learned that the father, 
approximately 45 years of age, had traded in his luxury 
sedan for a Jeep Grand Cherokee on the urging of his son, a 
college freshman who had owned a used Jeep Cherokee for 
about a year. 

A particularly fervent expression of missionary zeal 
comes from an interview with Barbara, a woman approxi- 
mately 50 years of age who now owns her second Jeep 
Cherokee: 


I really annoy a lot of my friends because I am constantly 
talking about Jeep. I absolutely love my Jeep and I will 
continue to love my Jeep. To me there’s just no substitute 
for Jeep I could walk around with a sign “I -love - my - 
Jeep!” [un a chanting cadence, then laughter] I do this to 
my friends. I really do All the time. 


Integration in the Brand Community 


An ethnographic perspective helps us understand how and 
why community grows through and in the form of customer- 
centered relationships. Events like Jeep Jamborees, Camp 
Jeep, and HOG rallies bring together people, or parties of 
people, who often share no other connection than an interest 
in a brand and its consumption. Given the opportunity for 
context-rich interaction, in which previous communication 
was either nonexistent or limited to mass or electronic 
media, participants share extraordinary consumption experi- 
ences (see Arnould and Price 1993; McAlexander and 
Schouten 1998). Sharing meaningful consumption experi- 
ences strengthens interpersonal ties and enhances mutual 
appreciation for the product, the brand, and the facilitating 
marketers. Virtual ties become real ties Weak ties become 
stronger. Strong ties develop additional points of attach- 
ment. Our analysis suggested that consumer-centric rela- 
tionships with different entities in the brand community 
might be cumulative or even synergistic in forming a single 
construct akin to customer loyalty. Put another way, more 
and stronger points of attachment should lead to greater 
integration in a brand community (IBC). Similar to the con- 
struct of brand loyalty in that it conveys an emotional and 
behavioral attachment to a brand (Ehrenberg 1988; Jacoby 
and Chestnut 1978), IBC is a more comprehensive concept 
grounded in consumers’ total-life experience with a brand as 
most broadly construed. 

As compelling as we found our ethnographic evidence 
to be, we nevertheless desired to triangulate our data. Quan- 
titative testing enabled us to confirm qualitative interpreta- 
tions and answer several empirical questions. 


Quantitative Triangulation 
Ethnographic work revealed four customer-centered rela- 
tionships that appeared to be integral at the macro level to 
the brand community and at the micro level to individual 
IBC. We observed that the brandfests, which provided much 
of the context for our study, have an impact on each of those 
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relationships. Our desire for quantitative triangulation and 
additional empirical exploration led us to examine the fol- 
lowing hypotheses in the context of Camp Jeep: 


H,: Integration in the Jeep brand community (IBC) is a func- 
tion of the customers' perceived relationships with their 
own vehicles, the brand, the company, and other owners. 

H5: Customers will report more positive relationships with 
their own vehicles after participating in the brandfest. 

Hs: Customers will report more positive relationships with the 
Jeep brand after participating in the brandfest. 

H4: Customers will report more positive relationships with 
Jeep as a company after participating in the brandfest. 

Hs: Customers will report more positive relationships with 
other Jeep owners after participating in the brandfest. 

Hg. The overall level of integration in the Jeep brand commu- 
nity will increase as a result of participation in the brandfest. 


Quantitative Methods 


This field study was constrained in some ways by corporate 
requirements. The construction of the questionnaire was 
influenced by the need to address a broad assortment of top- 
ics for different corporate audiences, the desire to maximize 
response rate, the need to manage a budget, and other con- 
flicting objectives. The intent of this portion of the study 
was to triangulate the qualitative findings and to some extent 
quantify effects of the marketing program. The scales we 
used were derived largely from ethnographic data. On the 
basis of informant interaction, they have face validity. 

We collected quantitative data in connection with two 
consecutive national Camp Jeep events. The first year, we 
conducted a post-event survey of participants. It included 
questions related to the participants' experience at the event 
and measured variables related to our model of brand com- 
munity. Analysis of this data served as a pretest for the 
design and execution of the survey at the second event. The 
assessment of the second Camp Jeep was structured as a 
one-group pretest/posttest quasi-experimental design (Cook 
and Campbell 1979) of the impact of the event. In this study, 
the experimental treatment was participation in the event. 

Because no control group was associated with this design, 
the interpretation of our results must acknowledge the possi- 
bility of several different biases (Cook and Campbell 1979). 
We designed the measurement to minimize the potential 
impact of these biases. For example, we timed the survey and 
devised the instrument to reduce the impact of testing bias. The . 
pretest survey had a cutoff return date approximately five 
weeks prior to the event and asked a wide range of questions 
that were not specific to the research topic (e.g., proprietary 
segmentation questions). The post-event questionnaire was 
similarly constructed to make it difficult for the respondent to 
glean our research purpose (e.g., including a series of ques- 
tions evaluating specific event activities) and was sent approx- 
imately three weeks after the event. Consequently, the repeated 
measures occurred about eight weeks apart, a time period we 
believed was sufficiently long that respondents could not read- 
ily recall the first set of questions or their responses to them. 
Moreover, the quantitative findings need not stand alone; they 
are triangulated with ethnographic fieldwork conducted at the 
sites of these and other brand community events. 


Sampling Plan 


Camp Jeep was national in scope. It was promoted through 
a national print campaign. In addition, recent Jeep pur- 
chasers were sent direct-mail invitations to the three-day 
event. Before the event, all registrants were sent a package 
of materials, which included information about activities, 
suggestions for items to bring to the event (e.g., sunscreen, 
appropriate clothing), and an identification-coded pre-event 
questionnaire. They were directed to return the question- 
naire with other registration information in a prepaid return 
envelope. Participants were encouraged to submit this infor- 
mation by a date approximately five weeks prior to the event 
to reserve space in desired activities. Approximately 40% (n 
= 453) of preregistered participants returned the question- 
naire on time. 

Three weeks after the event, an identification-coded 
post-event questionnaire was sent with a cover letter and 
other materials to all respondents who had returned the pre- 
event questionnaire. Respondents were also sent a reminder 
card. A total of 259 usable questionnaires were returned, for 
a response rate of 57% of initial respondents. Because we 
were able to match returned post-event questionnaires with 
the pre-event questionnaires, it was possible to provide com- 
parisons between consumers who did and those who did not 
return the second questionnaire. We found no meaningful 
differences between these groups. 


Measurement 


On the basis of the model developed from our ethnographic 
research, we measured four customer-centric relationships: 
owner-to-product, owner-to-brand, owner-to-company, and 
owner-to-other owners. All items were measured with a five 
point Likert-type scale, anchored by (1) “strongly disagree” 
and (5) “strongly agree.” 

The customer-product relationship was measured with 
four items that attempt to capture owners’ feelings about the 
product they own (see Table 1). The selection of these items 
was informed by our ethnography, Belk’s (1988) work on 
extended self, and the earlier pretest. The customer—brand 
relationship was measured with two scales. One represented 
important brand-related values or associations that have 
been promoted by the marketer.! The other scale consisted 
of measures that are typically associated with brand loyalty. 
The brand association scale consisted of three items. The 
brand loyalty scale consisted of four items (Table 1). The 
customer-company relationship was measured with two 
items that attempt to capture the feelings owners have about 
the organization that sponsored the event. This scale reflects 
the company’s concern for customers, a theme that came up 
consistently in our on-site ethnography and interviews 
among participants (Table 1). The customer-customer rela- 
tionship was measured with three items that attempt to cap- 
ture the feelings owners of the product have about other 
owners (Table 1). 


1 We also measured a customer's identification with the brand (as 
reflected by a desire to wear branded clothing or purchase branded 
accessories). Additional analysis substituting these measures of the 
customer-brand relationship produced similarly supportive results. 


Analysis and Results 


The survey items that correspond to the four customer- 
centered relationships were tested in a four-factor confir- 
matory model (details are described in the Appendix). An 
acceptable fit was achieved after three items were elimi- 
nated; this change had a negligible impact on the substan- 
tive content of the affected dimensions, and reliability and 
average variance extracted (AVE) for each dimension 
were good (Table 2, Appendix). The next step was to 
assess whether these four constructs were an adequate 
reflection of a single higher-order construct. For this pur- 
pose, a second-order factor structure was tested (see Fig- 
ure 3), and an acceptable fit for this model was found 
(Table 3). The confirmatory factor analysis (CFA) and the 
second-order model provide evidence of two important 
points: First, each dimension has good measurement prop- 
erties and is distinct from the other dimensions, and sec- 
ond, the dimensions can be combined to form one higher- 


TABLE 1 
Community Integration Scale Items 


Dimension Items 


Product 1. | love my Jeep vehicle. 

| am proud of my Jeep vehicle. 

My Jeep vehicle is one of my favorite 
possessions. 

My Jeep vehicle is fun to drive. 


> ON 


Brand . | value the Jeep heritage.4 


1 

2. <proprietary> 

3. <proprietary> 

4. | would recommend Jeep to my friends.4 

5. If | were to replace my Jeep vehicle, | 
would buy another Jeep. 

6. Jeep is of the highest quality. 

7. Jeep is the ultimate sport-utility vehicle. 


Company 1. The Jeep division understands my needs. 
2. The Jeep division cares about my opinions. 


Other 1. | have met wonderful people because of 
owners my Jeep. 
2. | feel a sense of kinship with other Jeep 
owners. 
3. | have an interest in a club for Jeep owners. 
2Removed from final scale. | 


Notes: Items identified as proprietary reflect specific brand-related 
values. To protect the competitive position of participating 
organizations, these individual Items are not reported. 


TABLE 2 
Measurement Properties 
Number 
Construct of Items Reliability AVE 
Owner-product 3 .90 74 
Owner-brand 5 .88 .58 
Owner-company 2 .88 .79 
Owner-other 
owners 3 .70 .61 
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FIGURE 3 . 
. Two-Stage Model of IBC 
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order construct. From this point, the focus shifted to 
examining the brandfest's impact on participants' 
attitudes. 

We performed two tests to begin to understand the rela- 
tionship between the pre- and post-event scores. The first 
test was an overall assessment that modeled pre-event IBC 
and post-event IBC as unobservables in a structural equation 
model (see Figure 4). The structural parameter between the 
pre- and post-event brand community was left as a free para- 
meter to be estimated in one model and fixed at zero in a 
second model. When the parameter was estimated, the coef- 
ficient was positive and significant, and the fit of the model 
was significantly better than the model estimated without 
the parameter (see Table 4). 

The second test was a repeated measures analysis that 
used the four components as well as the composite measure 
of IBC as dependent variables. Separate analyses were run 
for each variable. On the basis of an examination of pre- 
event frequencies, it was clear that some owners already had 
strong positive feelings. Because these owners had nearly 
“pegged the scale" before attending the brandfest, it would 
be difficult for the brandfest to have a significant, positive 
impact on their attitudes. To account for this ceiling effect, 
IBC and the four component relationships were sorted by 
the magnitude of the pre-event scores, split at the median, 
and analyzed separately as "high" and "low" groups. 

The majority of the analysis of variance (ANOVA) 
results showed violations of the homogeneity of variance 
assumption (Levene 1960). We estimated the data sets that 
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exhibited homogeneity of variance violations using the gen- 
eralized least squares (GLS) procedure (Judge et al. 1985) in 
the SHAZAM econometric package (White 1977), and we 
estimated the remainder using ordinary least squares (OLS). 
Using the approach suggested by Cohen and Cohen (1983), 
we calculated the percentage of within-subjects variance 
explained by time for each regression. 

For owners who were less positive before the event, all 
five repeated measures analyses showed significant changes 
between pre- and post-event scores, with R2 values ranging 
from .25 to .57. Three of the five upper-half analyses were 
significant, with R2 values ranging from .04 to .08 (Table 5). 
Pre- and post-event means for each group are also included 
in Table 5. 


Discussion 


Both the quantitative and qualitative analyses offer support 
for hypotheses regarding the multifaceted nature of brand 
community and the way in which brandfests may build it. 
With respect to hypotheses Hz—-Hg, we also found that the 
strength of prior owner bonds wields significant moderating 
influence in the experience of the brandfest. A discussion of 
the hypotheses is followed by additional ethnographic 
findings. 


H4: The Construct of Brand Community 


H, was confirmed strongly. Quantitative analysis supports 
the integrity of a construct of IBC as the cumulative impact 
of four types of customer-centered relationships. In addi- 
tion, although the individual relationships are depicted as 
dyadic, our ethnographic data reveal that they do not func- 
tion entirely independently of each other. Rather, they 
develop interdependently in ways that are mutually 
reinforcing. 

The following excerpt from an interview at Jeep 101 
provides an example of how brand community may begin to 
form in the early stages of purchase and ownership. The 
informant, Susan, is a first-ume Jeep owner attending Jeep 
101 with her fiancé, George. Throughout the purchase 
process, Susan referred to her interpersonal relationships for 
assistance and input. Interaction with friends, car dealers, 
and the Internet (with the assistance of her brother) all 
helped her arrive at her purchase decision. Subsequently, 
postpurchase communication with her dealer and from the 
company further strengthened her connection to the brand: 


I've been very happy. I get a lot of communications from 
Jeep, which I’ve been so impressed with. Usually you buy 
a car and then you're a forgotten soul. Its kinda like they 
want you to be part of the family. As soon as I got the invi- 
tation for Jeep 101, I registered. I was very excited. But I 
was nervous. I didn't think I would end up driving. I was 
very relieved to see someone in the car with you, 'cause 1t 
gave you the confidence to do what you're supposed to. 
Otherwise, I had visions of abandoning the truck on the 
hill and saying, “I can't do it!” [laughs]. I thought I might 
wimp out, but I didn't [smiles] 


, 


Susan viewed “Jeep,” a corporate entity, as a caring 
institution, a family, that provided her a sense of belonging 
and importance, not feelings of being a "forgotten soul." In 


TABLE 3 
Standardized LISREL Estimates for Second-Order Modela 





Indicator Owner-Product 


First-Order Loadings (A,) 
Own-Pr1 .894b 
Own-Pr2 .830 (15.29) 
Own-Pr3 .863 (16.40) 
Own-Brd1 
Own-Brd2 
Own-Brd3 . .706b 
Own-Brd4 ` 
Own-Brd5 
Own-Orgt 
Own-Org2 
Own-Own1 
Own-Own2 
Own-OwnS3 


Second-Order Loadings (ov) 


First-Order Construct Community Integration 
Product .925 (13.41) 
Brand .939 (10.13) 
Organization .595 (8.53) 
Other owners .802 (11.19) 


Goodness-of-Fit Statistics 
x2 (61 d.f.) = 223.61 (p = D 
Goodness-of-fit index = .867 
RMSR = .060 
Normed fit index = .872 
CFI = .903 


aThe t-values are in parentheses. 
bFixed parameter. 


FIGURE 4 
Model to Assess the Association Between Pre- 
event and Post-event Measures 








a situation that inspired fear as well as excitement, “Jeep” 
was there in the form of a real person to support her in 
achieving a meaningful personal triumph. Her experience 
left her wanting more of the same kind of interaction in the 


, Owner-Brand 


761 (9.89) 
.753 (8.78) 


.759 (9.86) 
757 (9.84) 


Owner-Company Owner-Other Owners 
.795 (9.98) 
.986b 
.713 (10.82) 
.900b 
.712 (10.81) 


future. She feels and values a sense of community among 
Jeep owners: 


I would love to do a Jamboree.. If we had something 
locally I would definitely go. Or even somewhere on the 
East Coast, you know, Virginia, Florida, Pd go Defi- 
nitely. And it really makes you feel like a part of a 
family. ; 


Susan's relationship with the Jeep brand means that she 
is not alone in the important and sometimes daunting arena 
of automobile ownership. Moreover, she appeared to be 
blind to the lines between the corporate and dealer organi- 
zations, seeing instead a unified entity that she can trust to 
take care of her and her Jeep vehicle. A combination of 
attentive dealer service, periodic marketing communica- 
tions, and face-to-face interaction with company agents at 
Jeep 101 have strengthened Susan's perceived relationships 
with the entity of “Jeep.” She has learned to understand and 
appreciate her own Jeep vehicle better. She feels like she 
belongs to a benevolent family of Jeep that includes both 
owners and marketers. This community gives her confi- 
dence and inspires her to seek out additional opportunities, 
such as Jamborees, to join in shared consumption of the 
brand. ! : 

Susan's story is far from unique among our informants. 
Repeatedly in our ethnographic work, we have encountered 
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the holistic sense of a surrounding community. Moreover, 
each relationship acts as a personal linkage to the brand 
community. The more each relationship is internalized as 
part of the customer’s life experience, the more the customer 
is integrated into the brand community and the more loyal 
the customer is in consuming the brand. 


similarly synergistic development of customer relationships, ' 
Products are purchased and consumed in the context of 
social and business relationships, which in turn influence 
feelings about the products specifically and brands more 
generally. Each relationship connects to all the others 
through the central nexus of consumer experience, creating 


TABLE 4 
Comparison of Two Models of Pre-event and Post-event IBC 


Fit Statistics for the Model Fit Statistics for a Model of 


Connecting Pre- and Post- 
event IBC Measures 


Independence of Pre- and 


Post-event IBC Measures 


Change in Value 


IBC 
Correlated error terms used 4 of 4 possible 4 of 4 possible 
X 25.763, 15 d.f. 92.852, 16 d.f. 67.089,1 d.f. 
B(2,1)^ .634 (7.34)a D 
RMSR .0142 .0800 .0658 
Goodness-of-fit index .971 .902 .069 
Normed fit index -965 .872 .093 
CFI .985 .890 .095 


——————————————————————————————————————ÁÀ—— 


2The t-value Is in parentheses. 


>Standardized parameter estimate. 


TABLE 5 
Means for Pre-event and Post-event Scores and Repeated Measures Regression Results 
Lower Halfa Upper Half 
IBC Pre-event mean 43.42 55.73 
Post-event mean 49.64 57.23 
F(1,98) = 80.28 F 4,97) = 6.37¢ 
p< .001 p< .025 
R2 = .450b R2 = .062 
Product Pre-event mean 11.22 14.67 
Post-event mean 12.51 14.22 
Eu ae = 33.44 F(17) = 8.55 
p < .001 p < .005 
R2 = .254 R2 = .081 
Brand Pre-event mean 17.20 22.00 
Post-event mean 19.38 22.51 
Eu oe = 49.27c Fues = 4.54c 
p < .001 De D 
R2 = .335 R2 = .045 
Company Pre-event mean 5.68 8.16 
Post-event mean 6.94 8.28 
F(1,98) = 55.23c Fan = .70¢ 
p < .001 p=ns. 
R2 = .360 R2 = .007 
Other owners Pre-event mean 8.07 12.16 
Post-event mean 10.57 12.46 
F 4,98) = 132.13¢ Fan = 2 19c 
p< .001 p=ns. 
R2 = .574 R2 = .022 


aBased on a median split of the pre-event scores. 
aR2 presented is the percentage of within-subjects variance explained by time. 


‘We used GLS estimation to account for differences In variance between the pre-event and post-event scores. 


Notes: n.s. = not significant. 
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Hz: The Brandfest and the Customer-Product 
Relationship 


For Jeep owners who felt less of a bond to their vehicles 
before the brandfest, H, was confirmed strongly; brandfest 
participation led to more positive relationships with their 
Jeep vehicles. However, for the owners who felt more posi- 
tive toward their vehicles, we found a statistically significant 
reduction in their enthusiasm for their Jeep vehicles. 

The increase in positive feelings toward their vehicles of 
owners with weaker product bonds (and who usually have 
less product-related experience) can be explained by the 
nature of their brandfest experience. Many of them have 
their first off-road experiences, learn new skills, and, more 
important, learn about previously unknown or unappreciated 
capabilities of their Jeep vehicles. At the conclusion of a 
Colorado Jeep Jamboree, Vivian, a single woman approxi- 
mately 50 years of age, offered these remarks that indicated 
the development of an interdependent (Fournier 1998) 
customer—product relationship: 


Researcher Did your experience change the way you 
think about your Jeep? 


Vivian: I love my Jeep now. I liked it before, but now I feel 
like we're a team. 


Researcher. You’ve formed a relationship with the vehicle 
that didn’t exist before? 


Vivian: That’s right [continues nodding her head]. 
Researcher. Could you explain how this happened? 


Vivian: Well, mine sits in the garage a lot because I have a 
second vehicle. I’ve had the Grand Cherokee for a 
year, and it’s just kind of my luxury car and so I 
didn’t know it as well as I have since this weekend. 
[Now] I just feel like it’s very dependable. And I 
feel like we could probably go anywhere and I’m 
not going to be fearful. 


In contrast to Vivian and other relative neophytes, par- 
ticipants who were already more highly engaged with their 
own vehicles tend already to be very familiar with them. 
Vigilant for information about engineering improvements in 
new models or newly available performance modifications, 
the more experienced owners may feel some dissatisfaction 
from comparing their current vehicles with others, which 
they regard as even marginally superior. For example, we 
asked Jody, a 24-year-old Wrangler owner, what he thought 
of the new Wrangler model (on display and in use at Jeep 
101). He described at length the advantages of its new fully 
independent coil-spring suspension over the leaf-spring sus- 
pension of his own vehicle. When we asked if he thought he 
would trade up to the new model, his response was that he 
would if he could afford it. Exposure to new and improved 
products within the context of a brand community at a 
brandfest may be instrumental in motivating trade-ups and 
the purchase of new vehicles and accessories. 


Hs: The Brandfest and the Customer—Brand 
Relationship 


For Jeep owners who exhibited weaker connections to the 
brand before the event, Hs was confirmed strongly; brand- 
fest participation led to more positive relationships with the 


Jeep brand. Those who felt stronger brand connections 
before the event also showed strengthening in the customer- 
brand relationship, but to a lesser degree. The main differ- 
ence in attitude shifts seemed to be a simple matter of room 
for improvement; those in the upper measurement category 
of the customer-brand relationship had already pretested at 
such high levels that there was less room left in the mea- 
surement scale to accommodate upward change. 

Changes in the customer—brand relationship among cus- 
tomers who previously had weaker bonds to the brand were 
sometimes dramatic. For example, David, who was approxi- 
mately 25 years of age and was the owner of a Ford Explorer, 
had this to say after his Jeep 101 driving experience: 


Dave: I just had the most amazing time. My dad's friend is 
the dealership, you know, the Ford guy? So I don't 
want to mock him or anything, but (the Wrangler) 
kills my Explorer. My Explorer's a Limited. It has 
air suspension, all this special crap. And it just 
destroys my Explorer. 


Researcher: Would you feel comfortable on this course 
with your car? 


Dave: I don't think so. I think it might tip, actually. 


David left the Jeep 101 resolved to buy a new Jeep, 
despite a long-standing family friendship with the Ford 
dealer who had made him a deal on a top-of-the-line Explorer 
sport-utility vehicle. Among non-Jeep owners who attended 
Jeep 101, mostly as guests of Jeep owners, we interviewed 
several who appeared to have become converts to Jeep. 

Other evidence of improved customer—brand relation- 
ships manifested in participants' interactions with brand dis- 
plays and in purchases of branded products. Camp Jeep and 
Jeep 101 participants report deriving considerable benefit 
from Jeep heritage displays (which include Jeep advertise- 
ments through the decades, a video about Jeep's military 
beginnings, and antique Jeep vehicles), engineering displays 
(including life-size cutaway models of new Jeep vehicles), 
and product displays (which include new Jeep models and 
accessories). At these and other such events, we observed 
brisk sales of branded accessories. Informants proudly wear 
branded apparel from the events when they return home and 
for long afterward (see Cornwell 1990). 


Ha: The Brandfest and the Customer-Company 
Relationship 


For those who felt less tied to the company before the event, 
H4 was confirmed strongly; brandfest participation led to 
more positive relationships with the Jeep corporate entity. 
The owners who scored higher on this scale before the event 
showed no significant change in this relationship. As for H5, 
the main difference in attitude shifts between these owner 
groups appears to be relative room for improvement. 
Corporate image can play an important part in customer 
reactions to a company's products (Brown and Dacin 1997). 
Our analysis, which examines perceptions of the company 
as a caring and approachable entity, demonstrates that a 
brandfest can effectively influence that image. Participants 
report how impressed and respectful they are that Jeep 
would go to the expense of hosting Jeep 101 or Camp Jeep 
without introducing hard-sell (or even soft-sell) sales tactics. 
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Consistent with gift-giving theory (Sherry 1983), the com- 
pany has given customers a gift, the brandfest, without push- 
ing for direct reciprocity, thereby creating a sense of indebt- 
edness or generalized goodwill on the part of the customer. 

More important, our research emphasizes the value of 
going beyond image-building endeavors to establishing real 
relationships between the company and customers. 
Customers crave audience with the people behind the brands. 
The ethnographic evidence for this observation is staggering. 
At Camp Jeep, the engineering roundtables consistently drew 
maximum-capacity participation. At Harley-Davidson brand- 
fests, where intense corporate interaction with customers is 
made policy, some corporate officers have achieved celebrity 
status and occasionally are swamped by requests for pho- 
tographs or signatures. Brandon J., an employee who rou- 
tinely travels to attend the company’s events, has developed 
friendships with people from coast to coast who seek him out 
at events to chat or for after-hours socializing. Employees 
can provide customers a human manifestation of the com- 
pany at a time when many corporations are perceived as 
impersonal and unfeeling bureaucracies. 


H5: The Brandfest and the Customer-Customer 
Relationship 


For customers who felt less connected to other owners, Hs 
was confirmed strongly; brandfest participation led to more 
positive relationships with other Jeep owners. Owners who 
pretested higher on this scale showed no significant differ- 
ence in their feelings toward fellow owners. The latter result 
can be explained, as for previous hypotheses, in terms of 
high base-level responses. These typically more experienced 
owners likely have had more interaction with other owners. 
Less experienced owners probably have had less cause to 
form brand-related interpersonal relationships, and their 
overall image of other users is more likely to suffer from 
stereotypes or misconceptions before the brandfest. 

For an example of how a brandfest can facilitate lasting 
customer—customer relationships, consider the case of 
Katie, a 22-year-old Michigan woman and first-time Jeep 
Wrangler owner. She had attended her first Jamboree with 
her sister-in-law Kim in Michigan the previous year. At the 
Michigan event, she met two young men and their father 
who also owned a Wrangler. The two parties got acquainted 
during the event, and afterward they corresponded to share 
home videos of the Jamboree experience. By prearrange- 
ment they met again at the Jamboree in French Lick, Ind., 
where the friendship continued. When we encountered Katie 
during the second day of activities she told us in animated 
tones how the young men had just taught her how to remove 
the doors from her Jeep for a more open feeling. When 
asked about her intentions for the future of the relationship 
she quickly stated that there were no romantic considera- 
tions but that they all intended to keep in touch and meet at 
other Jamborees. 


Hg: The Brandfest and the Construct of Brand 
Community 


Analysis strongly confirms Hg for the entire sample; brand- 
fest participation led to significant increases in overall feel- 
ings of integration in the Jeep brand community (IBC). Not 
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evident from an analysis of the quantitative data is that the 
reasons and the processes behind the strengthening of com- 
munity differ between the two groups. From the ethno- 
graphic experience, we learned that novice owners at a 
brandfest begin to feel more a part of the community as they 
learn to consume the brand in ways that provide greater ben- 
efits to them, whether those benefits are utilitarian, self- 
expressive, social, and/or hedonic. For the more experienced 
owners, the brandfest provides opportunities to demonstrate 
and reaffirm their community ties while both mentoring and 
performing for neophyte owners. 


Long-Term Impact of Temporary Communities 


The longevity of relationships, especially those of an interper- 
sonal nature, that have their genesis in a brandfest or other 
brand-specific context should be considered. The quantitative 
data provide only inferential evidence of long-term impact 
(i.e., attitudinal measures related to future intentions: “I would 
buy another Jeep"). Additional evidence is provided by pro- 
prietary tracking research conducted by Chrysler that suggests 
that its community-building efforts through brandfests resuit 
in significantly increased repurchase rates among participants 
(Duffy 1999). Our ethnographic data strongly indicate a long- 
term, lasting impact of relationship-building efforts. We have 
witnessed many participants, like Katie and Kim, who formed 
interpersonal relationships at a brandfest that were maintained 
over a distance and reaffirmed at a subsequent event. As 
researchers, we have maintained long-term (some as long as 
eight years) connections with Harley owners, many of whom 
initially built relationships with the community at a brandfest 
and still value their connections to the brand community. 

We have noted that customers who purchase a branded 
product often do so with the support of other users, which 
leads to the possibility of brand-focused interpersonal 
bonds. Social support from such relationships may, in turn, 
influence increased personal investment in a customer's 
consumption of the product and the brand. To the extent that 
the company behind the brand facilitates such interactions, 
the customer base is likely to reciprocate with increased 
appreciation for the company and a sense of being an impor- 
tant part of a larger set of social phenomena. 

Part of the reason for the longevity of customer-centered 
relationships may be their role as exit barriers. Customers 
value the relationships available to them as a result of brand 
ownership. For some customers, the expectation of develop- 
ing these types of relationships motivates initial product 
acquisition; they are looking for a sense of community. 
Other customers acquire the brand for more strictly utilitar- 
ian or self-expressive reasons and discover the benefits of 
brand community in the course of consumption. Community 
ties become exit barriers as owners realize that valued inter- 
personal relationships would be altered or lost if they were 
to defect to another brand. Positive relationships with mar- 
keters and bonding with personal possessions also create 
exit barriers. The same elements that lend longevity to suc- 
cessful interpersonal and community relationships, such as 
reciprocity (Gouldner 1960; Sahlins 1972), investment, 
commitment, interdependence, and integration in social net- 
works (Lund 1985), exist in the community of brand, prod- 
uct, company, and customers. 


Marketing Implications 


In today's marketing environment, sustaining a competitive 
advantage on the basis of product differentiation often is an 
exhausting race to a constantly shifting finish line. Any lead 
in the race is eroded quickly by imitation or even by superior 
technology from competitors. One way to sidestep this tread- 
mill is to redefine the terms of competitive advantage. Part of 
the success of brands like Jeep lies in their focus not merely 
on the product or its positioning but also on the experience of 
ownership and consumption. Differentiating on the basis of 
ownership experience can be achieved through programs 
strategically designed to enhance customer-centered relation- 
ships. The events examined here provide opportunities for 
consumers to experience anticipated but unrealized product 
benefits, share those experiences with others, meet with the 
previously faceless and nameless people behind the brand, 
and learn more about the brand's heritage and values. Our 
research demonstrates that such marketing programs can have 
a measurable impact on the full range of customer-centered 
relationships. By proactively providing the context for rela- 
tionships to develop, marketers can cultivate community in 
ways that enhance IBC and thereby increase customer loyalty. 

The benefits to a firm of cultivating brand community are 
many and diverse. Community-integrated customers serve as 
brand missionaries, carrying the marketing message into other 
communities. They are more forgiving than others of product 
failures or lapses of service quality (Berry 1995). They are 
less apt to switch brands, even when confronted with superior 
performance by competing products. They are motivated to 
provide feedback to corporate ears. They constitute a strong 
market for licensed products and brand extensions. In many 
cases, we even find loyal customers making long-term invest- 
ments in a company's stock. Customers who are highly inte- 
grated in the brand community are emotionally invested in the 
welfare of the company and desire to contribute to its success. 


Limitations and Directions for Further Research 


Although our research extols the virtues of cultivating cus- 
tomer relationships, recent research suggests that customers 
are becoming overwhelmed by attempts of marketers to 
engage them in relationship marketing (Fournier, Dobscha, 
and Mick 1998). As marketers consider cultivating relation- 
ships with customers, it is-important to recognize that rela- 
tionships take on many forms (Fournier 1998). In addition, 
marketers should recognize that relationships are reciprocal: 
Both parties give and receive. For example, the brandfests 
discussed in our work were events in which managers made 
conscious decisions not to view the events as strictly short- 
term investments. The marketers provided experiences, 
entertainment, and education that customers perceived to be 
in excess of the costs they incurred to participate. The antic- 
ipation that customers would reciprocate with increased loy- 
alty and trust (see Morgan and Hunt 1994) was confirmed 
by this research. 

Our study identifies many issues that merit further 
research. It would be valuable, for example, to examine how 
Fournier's (1998) work regarding the character of relation- 
ships applies to the different relationships formed within the 
brand community. Further research might consider explor- 


ing the characteristics of products and services that make 
them amenable to the types of relationships we have identi- 
fied. Our experience ın the business-to-business context 
(e.g., De Walt and Mentor Graphics), for example, indicates 
that our findings may have applicability beyond the con- 
sumer market. In addition, in the brand communities we 
have studied, the focal products are rich in expressive, expe- 
riential, or hedonic qualities. How might IBC be relevant to 
less flamboyantly experiential brands? The overlapping and 
interlocking nature of communities suggests that the real 
importance of some brand communities may lie in strength- 
ening ties within other communities, such as extended fam- 
ilies or towns, which may be more important from the con- 
sumers’ point of view. Research has shown that the 
ownership of brands of more mundane products such as bath 
soap, tools, and toys provide valued bridges to family, 
friends, or neighbors (see Fournier 1998; Gainer and Fischer 
1991; Olsen 1993), which suggests the potential relevance 
of our current findings to these types of product categories. 

Our largely exploratory research has inherent method- 
ological limitations. The practical demands of the field study 
constrained our ability to examine quantitatively many of the 
relevant issues on which this research touches. We have, how- 
ever, identified directions for the development of measurement 
scales. There is a need to further develop and refine instru- 
ments that measure the relationships of brand community and 
integration within it. Within any product category, it should 
also be possible to create an index of IBC to facilitate the diag- 
nosis of opportunities for building brand community. We posit 
that any brand community, weak or strong, exists somewhere 
on the continua of geotemporal concentration, richness of 
social context, and overlap with other communities and that 
the brand's position on these continua can be influenced. 

Our research also touches on issues that would espe- 
cially benefit from the types of insights marketers have 
sought from qualitative research (see Levy 1981; Winick 
1961). It would be valuable to examine, for example, what 
characteristics lead consumers to value brand community 
and participate in communal activities (cross-cultural 
research might be of particular interest). Further research 
might also be directed toward the executional elements of 
brandfests that are most effective in cultivating a given 
brand community. For example, our research indicates the 
importance of designing events with a focus on socializing 
neophytes while offering special recognition to those who 
are already the most integrated in the community. It would 
also be valuable to examine circumstances that may lead to 
defection from the community or conflict within it and 
explore the implications of such issues to community vital- 
ity and potential impacts on brand positioning or brand 


equity. 


Appendix 


Scale Development 


We used LISREL 8 (Jóreskog and Sórbom 1993a) to per- 
form a CFA of the survey items based on the dimensions of 
community integration observed in the qualitative data col- 
lection. The fit of the data to this model was marginal (x? 
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with 98 degrees of freedom [d.f.] 520.79, root mean square 
residual [RMSR] = .0647, comparative fit index [CFIJ = 
.829), and we refined the set of items using the approach 
suggested by Gerbing and Anderson (1988). The process 
concluded after we dropped three items: two from the 
owner-brand construct and one from the owner-product 
construct. Although we deleted two items from the owner- 
brand construct, we judged the substantive content to have 
changed minimally: The final set of items contained two 
brand association items and three brand loyalty/quality 
items. At this point, we judged the fit of the data to the 
model to be acceptable (X? with 59 d.f. = 197.485, RMSR = 
.0503, CFI = .917). f 

The reliabilities of three of the hypothesized constructs 
(Gerbing and Anderson 1988) were strong (see Table 2). In 
addition, we calculated the AVE for each construct. The 
AVE is a more conservatıve measure than reliability, which 
examınes the amount of variance captured by the construct 
(Fornell and Larcker 1981). The minimum acceptable value 
for AVE is .50; all four of these constructs easıly exceed the 
.50 value. By using Gerbing and Anderson’s (1988) 
approach, we created unidimensional measures of each con- 
struct based on the internal consistency and external consis- 
tency criteria implied by the multıple-ındicator measure- 
ment model. 


Second-Order Model 


To assess whether these constructs were an adequate reflec- 
tion of a higher-order construct, the analysis proceeded to 
test a second-order factor structure (see Figure 3). This 
model fits the data reasonably well (x? with 61 d.f. = 
223.61, RMSR = .060, CFI = .903). Compared with the 
CFA, the second-order solution has two more degrees of 
freedom and a chi-square value 26 points higher. This chi- 
square difference is statistically significant, but the marginal 
decrease in the CFI (from .917 to .903) indicates that the 
change has little practical impact. The second-order load- 
ings (Yk) are significant and reasonably uniform across the 
four first-order constructs (Table 3). In addition, the reliabil- 
ity of the community-integration construct is strong (.89), 
and the AVE is good (.68). 

The fit of the model and the consistency of the second- 
order loadings provide solid evidence that these constructs are 
a reflection of the second-order factor, community integration. 


Associations Between Pre- and Post-event 
Measures 


After the structural equation analyses, we directed our atten- 
tion to determining whether a significant connection existed 
between the pre- and post-event scores for each component 
of community integration, as well as the composite measure 
of community integration. 

We performed two tests to better understand the rela- 
tionship between the pre- and post-event measures. The first 
test involved an assessment of the importance of a structural 
parameter linking pre- and post-event community integra- 
tion in a structural equations model. The second test used a 
repeated measures analysis to determine if significant dif- 
ferences in level existed between the pre- and post-event 
constructs. 
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Structural equation test. We modeled both pre- and post- 
event community integration as unobservables (m). We 
assessed the importance of estimating a structural connection 
between the constructs in the structural model by observing the 
difference in the fit between the model that estimated B (2,1) 
and the model in which B (2,1) was fixed at zero (see Figure 4). 

Given the longitudinal nature of the data collection, which 
used the same items as in the pre- and post-event question- 
naires, it is not unexpected that measurement errors (Oe) for 
these items would be correlated (Jóreskog and Sorbom 1993b). 
Anticipating that correlated measurement error would be 
added to the model, we deemed it advantageous to have fewer 
input variables in the analysis. As we determined the final set 
of items for each of the four dimensions to be unidimensional 
on the basis of the criteria for internal consistency and external 
consistency (Gerbing and Anderson 1988), we summed the 
individual items to create a single score for each dimension. 
The input to LISREL was then eight variables: a pre-event and 
post-event score for each of the four dimensions of IBC. 

Correlated error terms were added one at a time, until all 
pre-item error variances were correlated with the corre- 
sponding post-item error variances. Adding each correlated 
error term resulted in a statistically significant drop in the 
chi-square value and a corresponding increase in the fit 
indices. It was noted in the process of adding correlated error 
terms that the modification indices indicated that estimating 
the structural coefficient between the pre- and post-event 
community integration would produce a greater decrease in 
the chi-square value than allowing correlated error between 
any of the pre- and post-event community integration factors. 

The standardized estimate for the structural parameter (B 
2,1) and the fit statistics for the final models, which both 
1ncluded four correlated error terms, are presented in Table 
4. As correlated error terms were added to the model, the 
structural parameter connecting the pre- and post-event 
measures was consistently positive and significant, and fix- 
Ing this parameter at zero resulted in a significant decrease 
In the fit of the model (Table 4). The comparison of these 
models indicates a strong positive association between pre- 
and post-event community integration. 


Repeated measures analysis. On the basis of an exami- 
nation of the pre-event frequencies, it was clear that a subset 
of the product owners came to the brandfest with high lev- 
els of enthusiasm for the product, brand, sponsoring organi- 
zation, and other owners. As a result of these owners’ strong 
positive feelings, it would be difficult for the brandfest to 
have added significantly to these owners' enthusiasm levels. 

Taking this into account, we sorted each of the four com- 
ponents and overall community integration by the magni- 
tude of their pre-event scores. Each set was split at the 
median of the pre-event score, and we performed a repeated- 
measures ANOVA on the upper and lower half of each com- 
ponent and overall community integration. 

When we examined the ANOVA results, eight of the ten 
data sets exhibited significant differences in variance 
between the pre-event and post-event scores on the basis of 
Levene's (1960) test. When a more variable group is com- 
pared with a less variable group, GLS regression can be used 
to conduct a repeated measures analysis (Judge et al. 1985). 


An additional benefit of the regression approach is an easily 
interpretable measure of effect size, R2. We adapted all data 
sets to a regression format and estimated those that had sig- 
nificant pre-event/post-event differences in variance using 
the GLS procedure in the SHAZAM econometric package 
(White 1997). We estimated the data sets that satisfied the 
homogeneity of variance assumption in a regression format 
using OLS estimation. 

Using the approach suggested by Cohen and Cohen 
(1983), we estimated the percentage of between-subjects 


variance and calculated the amount of within-subjects vari- 
ance. We began this process by regressing the attitude scores 
on a dummy variable for time (pre-event, post-event) using 
OLS for the data sets that satisfied the homogeneity of vari- 
ance assumption and GLS for the remainder. The R2 from 
this regression is the proportion of the total variance in event 
scores accounted for by the difference in time (Cohen and 
Cohen 1983). The proportion of total variance was used to 
calculate the percentage of within-subjects variance 
explained by time (Table 5). 


SR SSS ddl" —— 
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Stefan Stremersch & Gerard J. Tellis 


Strategic Bundling of Products and 
Prices: A New Synthesis for 
Marketing 


Bundling is pervasive in today's markets. However, the bundling literature contains inconsistencies in the use of 
terms and ambiguity about basic principles underlying the phenomenon. The literature also lacks an encompass- 
ing classification of the various strategies, clear rules to evaluate the legality of each strategy, and a unifying frame- 
work to indicate when each is optimal. Based on a review of the marketing, economics, and law literature, this arti- 
cle develops a new synthesis of the field of bundling, which provides three important benefits. First, the article 
clearly and consistently defines bundling terms and identifies two key dimensions that enable a comprehensive 
classification of bundling strategies. Second, it formulates clear rules for evaluating the legality of each of these 
strategies. Third, it proposes a framework of 12 propositions that suggest which bundling strategy is optimal in var- 
ious contexts. The synthesis provides managers with a framework with which to understand and choose bundling 


strategies. It also provides researchers with promising avenues for further research. 


in a package. This strategy is pervasive in markets 

today in one form or another. In the past decade, 
bundling has received growing attention ın the marketing lit- 
erature. However, the published studies are fuzzy about 
some basic terms and principles, do not discuss the legality 
of bundling, and do not provide a comprehensive framework 
on the economic optimality of bundling. As a result, mar- 
keting researchers may not appreciate the full meaning of 
bundling and the variety of strategies encompassed by the 
term. Marketing managers may not appreciate the hazards 
involved in this strategy and fully exploit the advantages of 
bundling in various markets. 

Examples of bundles that come to mind readily are opera 
season tickets (tickets to various events sold as a bundle), 
luggage sets (various luggage items sold as a bundle), and 
Internet service (bundle of Web access, Web hosting, e-mail, 
personalized content, and an Internet search program). Less 
straightforward examples include multimedia personal com- 
puters (PCs), fixed-price menus, executive MBA programs, 
and premium brokerage accounts. The multimedia PC is a 
bundle of the traditional PC plus speakers, a CD-ROM, and 
other multimedia gadgets. A fixed-price menu is a bundle of 
a choice of appetizer, entrée, and dessert. The executive 
MBA is a bundle of selected business education modules 


B undling is the sale of two or more separate products 
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that managers could otherwise obtain separately at various 
conferences and educational organizations. A premium bro- 
kerage account provides stock trades, stock research, margin 
trading, retirement planning, and free check writing in one 
account. 

These examples show the pervasiveness and strategic 
importance of bundling. Firms need to resort to bundling cau- 
tiously because of the legal pitfalls involved. For example, the 
landmark antitrust case against Microsoft is, at the core, a case 
against its bundling of Windows and Explorer. Indeed, the U.S. 
Congress has a long history of legislating on bundling issues, 
and the U.S. Department of Justice extensively monitors its 
use by firms. Recently, the Justice Department has prosecuted 
substantially more cases. For example, the number of antitrust 
cases it handled between 1996 and 1999 is approximately dou- 
ble the number of cases it handled between 1890 and 1996. 

Prior marketing literature on bundling has examined the 
optimality of bundling (Bakos and Brynjolfsson 1999, 2000; 
Eppen, Hanson, and Martin 1991; Guiltinan 1987; Wilson, 
Weiss, and John 1990), consumer evaluation of bundles 
(Johnson, Herrmann, and Bauer 1999; Soman and Gourville 
2001; Yadav 1994, 1995; Yadav and Monroe 1993), and 
firms’ pricing and promoting of bundles (Ansari, Siddarth, 
and Weinberg 1996; Ben-Akiva and Gershenfeld 1998; Han- 
son and Martin 1990; Mulhern and Leone 1991; Venkatesh 
and Mahajan 1993). Economists have focused mainly on the 
optimality of bundling for monopolists (Adams and Yellen 
1976; Burstein 1960; Carbajo, De Meza, and Seidman 1990; 
Long 1984; McAfee, McMillan, and Whinston 1989; Pierce 
and Winter 1996; Schmalensee 1982, 1984; Stigler 1963; 
Whinston 1990), equilibrium theories of bundling (Chen 
1997; Kanemoto 1991; Matutes and Regibeau 1992), and 
the welfare implications of bundling (Dansby and Conrad 
1984; Martin 1999; Salinger 1995; Whinston 1990). 

We identify the following three shortcomings in the lit- 
erature: First, the domain of bundling is ill defined, and 
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terms that refer to distinct phenomena are used interchange- 
ably. Second, there is no clear, comprehensive, and coherent 
discussion of the legality of bundling. Third, there is no inte- 
grative framework that explains the optimality of bundling 
conditional on various factors. On the contrary, the literature 
contains ambiguity about some key conditions for optimal- 
ity, and theory on others is incomplete or absent. 

This article provides a new synthesis of the field of 
bundling based on a critical review and extension of the 
marketing, economics, and law literature. In particular, this 
synthesis makes three important contributions to the litera- 
ture. First, it clearly and consistently defines bundling terms 
and principles. It identifies two key underlying dimensions 
of bundling that enable a comprehensive classification of 
bundling strategies. Second, it formulates clear rules to 
evaluate the legality of each of these strategies. Such rules 
must complement any discussion of economic optimality to 
ensure that economically optimal strategies are optimal in 
practice, after taking into account legal proscriptions and 
risks. Third, it proposes a framework of [2 propositions that 
prescribe the optimal bundling strategy in various contexts. 
The framework is a logical one that uses uniform terms and 
assumptions. The propositions incorporate all the important 
factors that influence bundling optimality. These proposi- 
tions synthesize a body of knowledge that is at least partly 
supported by verbal logic, mathematical proof, or empirical 
evidence. 

The rest of the article is organized as follows: The next 
section presents a primer on bundling strategies. The fol- 
lowing section develops a set of key propositions about 
bundling. The final section presents our conclusions, impli- 
cations, and limitations. 


A Primer on Bundling Strategies 


This section first defines terms used in bundling. It then 
classifies the entire domain of bundling strategies and 
clearly demarcates their legality. 


Definitions 


This subsection first explains the current confusion in the 
bundling literature. It then proposes clear definitions of key 
terms that are parsimonious and rooted in the law literature. 


Confusion in literature. The confusion in the literature 
arises from inconsistent use of terms, ambiguous distinc- 
tions between important constructs, and an unclear domain 
of application. We explain each of these problems with rel- 
evant examples. 

First, bundling does not have consistent, universally 
accepted definitions. Adams and Yellen (1976, p. 475) 
define bundling as “selling goods in packages.” Guiltinan 
(1987, p. 74) defines bundling as “the practice of marketing 
two or more products and/or services in a single package for 
a special price.” Yadav and Monroe (1993, p. 350) define it 
as “the selling of two or more products and/or services at a 
single price.” Without consistent definitions, the legality of 
bundling becomes fuzzy and its practical implications 
become imprecise. 

Second, the distinction between a product and a bundle 
is not clear. For example, Salinger (1995) treats a pair of 
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shoes as a bundle of a left and a right shoe. Telser (1979) 
considers a car a bundle of different parts, such as the 
engine, wheels, and so forth. As such, every product would 
be a bundle of parts, and the term would lose its strategic 
and legal importance. 

Third, the domain of bundling strategies is not clear. 
Mulhern and;Leone (1991, p. 66) introduce the concept of 
implicit price bündling as "the pricing strategy whereby the 
price of a product is based on the multitude of price effects 
that are present across products without providing con- 
sumers with an explicit joint price.” By this term, the authors 
imply that retailers that decrease price in one category must 
consider potential sales increases or decreases in other cate- 
gories. However, this extension of the meaning of bundling 
runs the risk of increasing ambiguity about the concept and 
its domain without enhancing understanding of the core 
concepts and principles of bundling. 

In the interest of generality, we use definitions that are 
parsimonious, rooted in the law literature, and as close as 
possible to the intent of authors in economics and marketing. 


Bundling. Bundling is the sale of two or more separate 
products in one package.! The term "separate" has enormous 
implications for understanding the legality and optimality of 
the phenomenon, so it merits precise definition. We define 
separate products as products for which separate markets 
exist, because at least some buyers buy or want to buy the 
products separately. For example, combined offerings of 
banking and insurance products are bundles because at least 
some consumers buy insurance and banking separately. A 
travel package including air and ground travel is a bundle 
consisting of procedurally separate services. Note that prod- 
ucts can be separate at one level in the channel, while being 
mere parts of a product at another level. Although a proces- 
sor and a hard disk drive are parts in a PC for an end user, 
they are separate products for a PC manufacturer. This arti- 
cle focuses on bundling from an end user's perspective and 
does not deal with bundling in a channel context. 


Bundling focus: product versus price bundling. At pre- 
sent, researchers use the terms product bundling and price 
bundling interchangeably without clearly distinguishing 
between the two strategies. Our article is the first in market- 
ing to clarify this distinction, articulate the ramifications of 
each strategy, and relate the two to each other. 

We define price bundling as the sale of two or more sepa- 
rate products in a package at a discount, without any integra- 
tion of the products. Because the products are not integrated, 
the reservation price for the price bundle is, by definition, 
equal to the sum of the conditional reservation prices of the 
separate products.2 In other words, bundling itself does not 
create added value to consumers, and thus a discount must be 
offered to motivate at least some consumers to buy the bundle. 
Think of a set of luggage items, a six-pack of beer, a combo 
meal, a software suite, or a season ticket for the opera. 


l'The term “product” in this definition and the rest of the text 
refers to both goods and services. 

2The reservation price of a product is the maximum price a con- 
sumer is willing to pay for the product. The conditional reservation 
price is the reservation price of a product, conditional on the con- 
sumer buying another product 


We define product bundling as the integration and sale 
of two or more separate products or services at any price. 
This integration generally provides at least some consumers 
with added value, such as compactness (integrated stereo 
systems), seamless interaction (PC systems), nonduplicating 
coverage (one-stop insurance), reduced risk (mutual fund), 
interconnectivity (telecom systems), enhanced performance 
(personalized dieting and exercise program), or convenience 
from an integrated bill (telecom calling plans). The greater 
value raises consumers’ reservation prices for the product 
bundle compared with the sum of the conditional reservation 
prices of the separate products. 

A product bundle can therefore be thought of as having 
an integral architecture (Ulrich and Eppinger 1995). It 
implements the different functions of the bundled products 
in a single product bundle. The multimedia PC has an inte- 
gral architecture, in that it integrates functions such as con- 
nection (e.g., modem), data storage, and retrieval (e.g., CD- 
ROM), which were separate physical chunks before the 
advent of the multimedia PC. 

The distinction between price and product bundling is 
important because it entails different strategic choices with dif- 
ferent consequences for companies. Whereas price bundling is 
a pricing and promotional tool, product bundling is more 
strategic in that it creates added value. Managers can therefore 
use price bundling easily, at short notice, and for a short dura- 
tion, whereas product bundling is more of a long-term differ- 
entiation strategy. In the case of physical goods, product 
bundling requires a new design, research to optimize the 
design, and retooling to manufacture the product bundle. In the 
case of services, product bundling requires redefinition of ser- 
vices, optimization of the interfaces among the services, and 
redesign of service delivery processes. Managers frequently 
approach product bundling from a (new) product development 
perspective, involving the research and development and man- 
ufacturing departments. Price bundling decisions are often the 
sole prerogative of the marketing department. 

For example, consider the strategic options of Dell, 
which markets to consumers who want to buy a portable 
computer system consisting of a basic laptop, a modem, and 
a CD burner. First, it can sell these products as separate 
items, such that the price of each item is independent of con- 


sumers’ purchase of the other item. In this case, consumers 
could easily forgo purchasing a modem or CD burner, or 
they could purchase it from a competitor. Second, Dell can 
sell the products as a price bundle. For example, it could, 
without physically changing any of the products, give a dis- 
count to consumers if they buy all three products together. 
This offer would probably motivate at least some consumers 
to buy all three products from Dell. Third, Dell can sell the 
three items as a product bundle. To meet the latter classifi- 
cation, Dell must design some integration of the three sepa- 
rate products. For example, it could create an enhanced lap- 
top. Not only could this trigger some consumers to buy all 
products from Dell, but through the value added they might 
even do so at a premium price. 


Bundling form: pure versus mixed. Bundling may take 
one of three forms: pure, mixed, or unbundling (Adams and 
Yellen 1976). Unbundling is a strategy in which a firm sells 
only the products separately, but not the bundle. Typically, 
because this strategy is a base strategy for most firms, the 
strategy is called unbundling only when contrasting it with a 
bundling strategy. Pure bundling is a strategy in which a 
firm sells only the bundle and not (all) the products sepa- 
rately. Pure bundling is sometimes called “tying” in the eco- 
nomics and legal literature.3 A tying product is a separate 
product that is bundled with other separate products. Tie-ins 
are secondary products that are bundled with the primary 
product. Mixed bundling is a strategy in which a firm sells 
both the bundle and all the separate products in the bundle 
separately. Table 1 presents a tabular view of these terms. 


Classification and Legality of Bundling Strategies 


Classification of bundling strategies. To classify and 
relate various bundling strategies, we identify two key 
dimensions of bundling: (1) the focus of bundling, whether 
on price or product, and (2) the form of bundling, whether 
pure or mixed. These dimensions encompass a rich set of 
bundling strategies that have substantially different charac- 





3Many economics scholars will approach tying more narrowly, 
as the pure bundling of products in fixed proportions; for example, 
a bundle of a car and car insurance is always the combination of 
one car with one insurance policy. 


TABLE 1 


Bundling Terms 
= EE 


Term Definition 


Bundling 


Price bundling 


Bundling is the sale of two or more separate products in one package. 


Price bundling is the sale of two or more separate products as a 


Examples 


Opera season tickets, 
multimedia PC 


Luggage sets, variety pack of 


package at a discount, without any integration of the products. cereals 


Product bundling 
products at any price. 


Pure bundling 
not (all) the products separately. 


Mixed bundling 
and (all) the products separately. 


Product bundling is the integration and sale of two or more separate 


Pure bundling is a strategy in which a firm sells only the bundle and 


Mixed bundling is a strategy in which a firm sells both the bundle 


Multimedia PC, sound system 


IBM's bundling of tabulating 
machines and cards 


Telecom bundles 


———————————————————ÓÉÉÓÉÉÁ————————————— 
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teristics and implications. By using these two dimensions, 
focus and form, Figure 1 classifies the domain of bundling 
strategies. The focus of bundling is along the horizontal 
axis, that is, on either price or product. The form of bundling 
is along the vertical axis, that 1s, none, pure, or mixed. Fig- 
ure 1 considers a general case with two products, X and Y. 
Combinations of X and Y represent the terms of the sale. 
Thus, CX, Y) represents the sale of a price bundle, (X®Y) 
represents the sale of a product bundle, and X and Y without 
parentheses represent the sale of separate products. 

When the products are sold separately, the strategy is 
unbundling and remains the same for the price and product 
columns (Cell 1). Sears sells Kenmore home appliances 
unbundled. Cell 2 represents a case of pure price bundling. 
In this case, a firm bundles the two products for one fixed 
price, without integrating the products or offering them sep- 
arately. A classic example would include restaurants that 
offer only a fixed price menu, with appetizer, entrée, and 
dessert. Cell 3 represents a case of mixed price bundling, in 
which case the firm sells the separate products (unchanged) 
in a price bundle and also sells the products separately at 
their regular prices. An example would be Samsonite’s strat- 
egy of selling different sizes of suitcases separately as well 
as complete sets at a discounted price. Cell 4 represents a 
case of pure product bundling. In this case, the firm physi- 
cally integrates the products and sells only this integrated 
product bundle. An example is Apple Computer’s strategy of 
selling its computers and software as one package. Cell 5 
represents the case of mixed product bundling. In this case, 
the firm sells an integrated product bundle at one price and 
also sells the separate products at their regular prices. An 


FIGURE 1 
A Classification of Bundling Strategies 


Focus 
Unbundling x 
Y 
l es SATA wd 
Pure M OG) ` t 
bundling "x D* L 
e e 
ocv) (xe Y) 
Mixed 
bundling 


. +=] Pure price bundling 1s illegal for firms with market power 









(xev) 








Pure product bundling 1s illegal for firms with market power if the 
benefits to consumers do not offset potential damage to competition. 
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example would be Circuit City's sale of integrated stereo 
systems alongside those for the separate products in the 
system. 


Legality of bundling. The preceding classification helps 
us sort out the legality of various strategies (see Figure 1). 
This is valuable in view of the limited attention devoted to a 
clear delineation of the legal rules on bundling in the mar- 
keting, economics, and law literature. In particular, the mar- 
keting literature avoids all discussion of the legality of 
bundling, though it covers the legality of truth in advertising 
or price discrimination substantially (also see Werner 1991, 
1993). Yet bundling is pervasive in marketing and is as 
important as price discrimination or advertising. Moreover, 
understanding the legality of bundling is crucial to develop- 
ing successful price and product bundling strategies. 

Legal and economic analysts have not made an effort to 
abstract clear rules from past cases, despite a body of case 
law. On the basis of a review of the law literature and case 
law, we synthesize the proscriptions contained in the rele- 
vant federal laws in two clear rules, the per se rule and the 
rule of reason. This simple distinction helps explain much of 
the apparent conflict in court rulings on various cases over 
the past century. The spirit underlying both rules is that the 
bundling strategy of a firm should not hurt buyers by limit- 
ing competition. The per se rule is the more stringent of the 
two rules. 

We describe the per se rule in terms of four conditions, 
as follows: Bundling is illegal per se when it involves (1) 
pure bundling (2) of separate products (3) by a firm with 
market power and (4) when a substantial amount of com- 
merce is at stake. We have already clarified the meaning of 
pure bundling and separate products. Here, we explain mar- 
ket power and substantiality. 

Market power means that the bundling firm can "force a 
consumer to do something that he would not do in a com- 
petitive market" (Soobert 1995, n. 87) with regard to the 
tying product. Although a monopoly is a clear indication of 
dominant market power, a company's power does not have 
to be complete over all buyers in the market (Fortner Enter- 
prises v. United States Steel Corp 1969). 

Substantiality means that the amount of commerce that 
is at stake should be high. If this amount is not high, the 
practice is legal. How high is high? The U.S. Supreme Court 
has noted that as little as $60,800 would be considered sub- 
staritial (United States v. Loew's 1962). This small number 
means that this condition is easily met 1n most markets. 

Note that a firm may try to circumvent the law by adopt- 
ing a mixed bundling strategy in which it prices individual 
products so high that consumers buy only the bundle. In this 
case, mixed bundling is de facto pure bundling and will 
receive the same legal treatment (Northern Pac Ry v. United 
States 1958). 

We describe the rule of reason in terms of six conditions, 
as follows: Bundling is illegal under the rule of reason when 
it involves (1) pure bundling (2) of separate products (3) by 
a firm with market power, (4) involving a substantial amount 
of commerce, (5) which poses a threat that the bundling firm 
will acquire additional market power over at least one of the 
products that is bundled with the tying product, and (6) no 
plausible consumer benefits offset the potential damage to 


competition. Therefore, under the rule of reason, each of the 
four conditions mentioned under the per se rule is still nec- 
essary, but not jointly sufficient, for bundling to be illegal. 
Although assessing the legality of bundling under the per se 
rule can be relatively easy and objective, doing so under the 
rule of reason is generally more difficult because of these 
two additional conditions, which we explain next. 

Under the rule of reason, the mere existence of market 
power over the tying product is not sufficient for bundling to 
be illegal. In addition, there should be a substantial threat of the 
bundling firm acquiring additional market power over at least 
one of the products that are bundled with the tying product. For 
example, Sandoz Pharmaceuticals bundled Clorazil, a drug for 
schizophrenia, with CPMS, Clorazil Patient Management Sys- 
tem, a system that monitored the side effects of the drug on the 
patient (Hurwitz 1991). Although Sandoz possessed market 
power through the patented Clorazil drug, it could not acquire 
additional market power in the market for monitoring systems 
because the specific use to monitor schizophrenics’ reaction to 
Clorazil was a small part of the total market for monitoring 
systems. Therefore, this strategy was not illegal. 

The sixth condition for bundling to be illegal, under the 
tule of reason, is that it produces no benefits to buyers that 
may offset the potential damage to competition (Meese 
1999). If such benefits are present, bundling can still be 
legal, even though all five previous conditions are met. Typ- 
ical offsetting benefits are substantial reductions in costs or 
major increases in value when the products are bundled. By 
this logic, pure product bundles may be legal if they provide 
added value and are not merely a bolting together of prod- 
ucts. For example, in United States v. Jerrold Electronics 
Corp. (1961), the court used this factor to find an otherwise 
illegal bundling strategy lawful. Jerrold Electronics, an early 
producer of cable television equipment, sold community 
television antennas only bundled with a service contract. 
The equipment was very sensitive, and customers had no 
expertise in using it, which thus warranted a bundling strat- 
egy to ensure quality. Recently, the D.C. Circuit (appeals 
court), in the context of the Microsoft case, ruled that any 
plausible claim of consumer benefits is enough to satisfy 
this condition (United States v. Microsoft Corp. 1998). Note 
that this statement gives a liberal interpretation of offsetting 
buyer benefits. Indeed, the D.C. Circuit strongly discour- 
aged courts from second-guessing manufacturers’ design 
decisions (United States v. Microsoft Corp. 1998). 

Both of these rules, the per se rule and the rule of reason, 
have been used over the course of different legal cases, and 
therefore different applications seem to display a “conflicting 
set of rules” (Dansby and Conrad 1984, p. 377). The IBM 
case (1936) showed rigid legal scrutiny of bundling practices, 
in that the Supreme Court applied the per se rule avant-la- 
lettre. The first explicit application of the per se rule occurred 
in 1947 (International Salt Co. v. United States 1947). In this 
case, International Salt Co. leased patented salt-dispensing 
machines on the condition that the lessee purchased salt for 
the machines from the company. Without analyzing evidence 
of substantial anticompetitive effects or taking into account 
evidence presented by the company that bundling was neces- 
sary to maintain quality control, the court found the company 
per se guilty of illegal bundling (Soobert 1995). 


In 1969, the Supreme Court relaxed the harsh per se rule 
and moved toward the rule of reason (Fortner Enterprises v. 
United States Steel Corp 1969). Although it is uncertain 
which of these two rules a court will use in a specific 
bundling case, use of the rule of reason is growing more 
common. Therefore, the rule of reason is the most suitable 
benchmark for judging the legality of various bundling 
strategies. 


Legality of various bundling strategies. We apply the 
previous discussion on legality to our classification of 
bundling strategies (see Figure 1). We discuss only the case 
In which a firm with market power bundles separate prod- 
ucts, because these are necessary conditions for illegality. 
All unbundling (Cell 1) and mixed bundling strategies (Cells 
3 and 5) are legal. Pure price bundling (Cell 2) 1s always ille- 
gal, under both the per se rule and the rule of reason. Pure 
product bundling (Cell 4) is legal under the rule of reason if 
the benefits to consumers offset potential damage to compe- 
tition. Note, however, that it would be illegal under the per 
se rule. Bolting products together is also illegal. Merely 
bolting products together does not constitute genuine inte- 
gration and thus cannot be beneficial to consumers. 

Although we have specified clear rules for legality and 
applied them to various bundling strategies, ambiguity may 
still occur in the factual evidence of specific cases. A good 
example is the landmark antitrust case United States v. 
Microsoft Corp. If we take the position that Microsoft does 
not possess a monopoly position (as Massachusetts Institute 
of Technology economist Richard Schmalensee did) or that 
the bundling of Windows and Explorer provides consumer 
value (as Microsoft chief executive officer Steve Ballmer 
did), then the bundling of Explorer and Windows is legal. 
However, if we take the position that Microsoft is a monop- 
olist and the bundling of Explorer with Windows by 
Microsoft does not add value for consumers (as the U.S. 
government did), then Microsoft’s bundling of Explorer and 
Windows is illegal. Thus, the critical issue in the Microsoft 
case 1s the factual assessment of market power and con- 
sumer benefits. 

First, does Microsoft possess market power? The pres- 
ence of market power is a difficult fact to establish objec- 
tively. In particular, the definition of the relevant market is 
the subject of intense economic and legal debate. In the 
Microsoft case, Judge Jackson (1999) defined the relevant 
market narrowly as “the worldwide licensing of Intel- 
compatible PC operating systems.” In this market, Microsoft 
Windows indeed has market power because of its dominant 
market share (95%). However, we question this definition. 
Would it be more relevant also to include other desktop 
operating systems such as Apple or Linux? How about net- 
work operating systems, such as UNIX or Novell? 

Second, does the bundling of Explorer and Windows 
provide consumers with added benefits, or were the two 
software packages bolted together just to temper competi- 
tion? As the D.C. Circuit Court indicated, it is difficult for 
an outsider to second-guess a company’s design choices, 
especially in high-tech markets. Besides, in this case, what 
would be the optimal degree of integration between the two 
software packages? Who would determine that? 
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Thus, although our identification and formulation of 
clear rules reduce the ambiguity in case law, ambiguity still 
remains in the empirical evidence to which the rules apply. 
This problem can be clarified by separating two stages in the 
legal process: findings of fact and conclusions of law. Estab- 
lishing findings of fact is an empirical issue, which could be 
clear in some cases and highly controversial in others, such 
as the Microsoft case. However, based on those findings, the 
conclusions of law should become much clearer with the 
rules we formulated. 


Optimality of Bundling Strategies 
This section discusses the optimality of the various bundling 
strategies. It explains under what factors which strategy 
becomes dominant. Relative to work done in the literature, 
this section makes the following contributions: First, the eco- 
nomics literature has focused primanly on profit maximiza- 
tion by a monopolist (Adams and Yellen 1976; Pierce and 
Winter 1996; Schmalensee 1982, 1984) without considering 
other objectives of firms, other forms of competition, a firm's 
cost structure, or consumers’ perception of bundles. We for- 
mulate propositions that cover all the key factors that affect 
the optimality of bundling: consumers' conditional reserva- 
tion prices, objectives of the firm, competition, costs, and con- 
sumers' perception of bundles. Second, the literature is 
ambiguous about the heterogeneity of reservation prices. In 
particular, most authors focus entirely on asymmetry of reser- 
vation prices. However, the distribution of reservation prices 
involves asymmetry and variation, each of which can affect 
the optimum strategy. Our discussion clearly explains the role 
of each. Third, the literature has largely ignored the important 


distinction between product and price bundling. Product, 


bundling is an important alternative focus for bundling strate- 
gies, especially in high-tech markets. We formulate proposi- 
tions that cover the area of price and product bundling. 

Of the propositions we advance, most have never been dis- 
cussed. Of those previously discussed, at least one (P2) has 
previously been imprecisely stated, and a few are at least par- 
tially supported in the literature (P í, Pg, and P42). We discuss 
and classify all of these propositions in the interest of com- 
pleteness. Whenever the literature contains a partial or full 
proof for a proposition, we cite it. Although our propositions 
are firmly grounded in marketing or economic literature, we 
also develop a simulation that illustrates the mechanisms 
underlying most of our propositions. The use of simulation to 
do this kind of sensitivity analyses is a bit uncommon in mar- 
keting, though it has been used successfully before (Rajendran 
and Tellis 1994; Tellis and Zufryden 1995). Before we pro- 
ceed to the propositions, we explain the simulation in detail. 


Simulation 


We illustrate the logic of some of our propositions with 
numerical examples (see Tables 2 and 3). These examples 
give the optimal prices for a supplier based on various dis- 
tributions of consumers’ reservation prices or costs of the 
supplier. To generate these examples, we developed a pro- 
gram that runs on Microsoft Excel. To determine the optimal 
prices, we use a subroutine called Evolver from Palisade 
(see www.palisade.com). This is a powerful optimization 
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routine based on an innovative genetic algorithm. It replaces 
the subroutine, Solver, in Microsoft Excel, which does not 
work well when a spreadsheet has “if-then-else” statements, 
as our program does. 

Figure 2 provides a flowchart of our program. It consists 
of the following five steps or components: 


A. The user must first specify the segments, their sizes, and the 
distribution of reservation prices by segment and product. 

B. The user then assigns an array for the optimal prices that the 
program tries to determine. 

C. Based on those prices, the program contains formulas to 
determine consumer surplus for the various offerings Oe, 
product and price combinations). 

D. Next, an array computes unit sales for each offenng. This 
array contains formulas that incorporate the following rules: 
(1) Sales occur for a particular offering if and only 1f con- 
sumer surplus is positive and a maximum among alterna- 
tives is available. (2) If consumers are exactly indifferent 
between buying and not buying, they buy a product. (3) If 
consumers are exactly indifferent between buying a bundle 
and the separate products in the bundle, they buy the bundle. 

E. Finally, the program calculates the revenues based on the 
product of sales, the segments' size, and the prices offered 


The researcher then uses Evolver to maximize revenues 
in Cell E by varying values in Array B, subject to certain 
constraints. The basic constraints specify the minimum (the 
lowest reservation price) and maximum (the highest reser- 
vation price) values that Array B can take. These constraints 
are not essential, but they ensure a faster convergence to the 
optimum. (A technical note and the spreadsheet program are 
available from the authors.) 

The program easily determines the optimal prices for a 
variety of price distributions, segments, segment sizes, and 
products. As such, it is easier and more flexible than any pro- 
gram available in the literature. It has three benefits. First, it 
can generate suitable examples with minimal computation 
effort, for papers, classroom use, or demonstrations. Second, 
it can help managers determine what strategy is optimal in 
specific situations. Third, it can be used to evaluate the 
robustness of various propositions when the user generates 
examples that stretch the bounds of a particular proposition. 

We next proceed to discuss the propositions under each 
of the five factors: consumers' conditional reservation 
prices, objectives of the firm, competition, costs, and con- 
sumers' perceptions of bundles. Where appropriate, we inte- 
grate legality in the discussion based on the principles we 
elucidated previously. 


Consumers' Conditional Reservation Prices 


An important factor in determining which strategy is opti- 
mal is the distribution of conditional reservation prices. We 
first explain the basic principles about heterogeneity of con- 
ditional reservation prices. We then develop and explain our 
propositions. We do so in two general cases: a base case, in 
which only price bundles are possible, and an extended case, 
in which product bundles are possible. 


Heterogeneity of conditional reservation prices. Many 
researchers have stated that heterogeneity of conditional 
reservation prices is an important factor in determining the 
optimality of bundling strategies. However, this heterogene- 


FIGURE 2 
Flow Chart of Excel Optimization Program 
(Displayed Here to Generate a Two-Segment, Two-Product Example) 
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ity has two dimensions, asymmetry and variation. Maın- 
stream economics and marketing research focus exclusively 
on asymmetry in reservation prices (Adams and Yellen 
1976; Guiltinan 1987; Tellis 1986). Only Pierce and Winter 
(1996) discuss the effect of variation in reservation prices. 
This section clearly defines each type of heterogeneity, 
relates the two types to each other, and presents a compre- 
hensive treatment of the effect of different forms of hetero- 
geneity on the optimality of various bundling strategies. 


An asymmetric distribution of conditional reservation 
prices for two products, X and Y, occurs when one consumer 
segment has a lower conditional reservation price for Prod- 
uct X than another consumer segment and the former seg- 
ment has a higher conditional reservation price for Product 
Y than the latter segment. In other words, an asymmetnc 
distribution of conditional reservation prices results in a 
negative correlation of conditional reservation prices for two 
products across consumer segments (Adams and Yellen 
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1976). A segment consists of an identifiable group of con- 
sumers within a market with relatively homogeneous condi- 
tional reservation prices. For example, consider the demand 
for magazines such as Sports Illustrated and Entertainment 
Weekly. Some consumers (sports fans) will be more inter- 
ested in a subscription to Sports Illustrated than in a sub- 
scription to Entertainment Weekly, whereas others (movie 
buffs) will prefer the latter to the former (as is displayed in 
Cases 3 and 4 in Table 2, Part A). This is a case of asym- 
metric distribution of conditional reservation prices. 
Variation refers to the difference among consumers’ 
reservation prices for the bundle of products. Suppose Time 
Inc. considers bundling Sports Illustrated and Entertainment 
Weekly. Although some consumers, who read many maga- 
zines or are both sport fans and movie buffs, may value such 
a bundle, others may not. As a result, valuation of the bun- 
dled subscription of Sports Illustrated and Entertainment 
Weekly may vary considerably among consumers. Variation 
refers to the contrast in Cases 2 and 4 from Cases 1 and 3 in 
Table 2, Part A. We next cover the optimality of bundling 
strategies in more detail for two cases: (1) a base case, in 
which only price bundling is possible, and (2) an extended 
case, in which both price and product bundling are possible. 


Price bundling. The base case assumes potential for only 
a price bundle and not a product bundle. Again consider the 
magazine example stated previously. The reservation price 
of a bundled subscription for Sports Illustrated and Enter- 
tainment Weekly is equal to the sum of the conditional reser- 
vation prices of both magazines. How does heterogeneity 
affect the best strategy for a firm in terms of revenues? 
Under the assumptions outlined previously, we formulate 
the following proposition: 


P,: A price bundling strategy (either pure or mixed) yields 
higher revenues than unbundling if conditional reservation 
prices are asymmetric. 


Although this proposition has found substantial support in 
economics (Adams and Yellen 1976; Schmalensee 1982), it 
has not been stated unambiguously, in that asymmetry has 
rarely been isolated from variation in reservation prices. The 
underlying reason for the strategy is the following: When there 
is asymmetry, different consumer segments highly value dif- 
ferent products in the bundle. In such a scenario, a bundle can 
be designed to appeal (and more profitably sell) to consumers 
who would otherwise buy only one product or buy both prod- 
ucts at prices below their reservation prices. In particular, if a 
firm wanted to maximize sales, it could price the separate 
products at the minimum of consumers’ reservation prices for 
them. However, such a pricing strategy would leave untapped 
a considerable amount of consumer surplus. In contrast, a 
well-designed price bundle can capture most of the surplus 
arising from the asymmetry in conditional reservation prices. 
We call this process the extraction of consumer surplus. 

We can also consider price bundling a price discrimina- 
tion instrument. Price discrimination is a strategy in which 
a supplier sells the same product at different prices to dif- 
ferent segments that value a product differently. The strict 
case in which the supplier is charging a different price to 
each consumer is called first-degree price discrimination. 
The supplier extracts the full value of each consumer’s sur- 
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plus. By properly choosing a price for a bundle, a supplier 
can capture different segments with substantially different 
valuations for the individual products in the bundle. As such, 
price bundling is called second-degree price discrimination, 
because in this case the supplier will not be able to take all 
the consumer surplus of each consumer. 

We illustrate the logic with the example in Table 2, Part 
A. Suppose (as in Case 3 in Table 2, Part A) some con- 
sumers—we call them sports fans (Segment A in this case)— 
value a subscription to Sports Illustrated so highly that they 
are willing to pay $50 for it, but they are willing to pay only 
$30 for a subscription to Entertainment Weekly. Others—we 
call them movie buffs (Segment B in this case)—are willing 
to pay $50 for a subscription to Entertainment Weekly but 
only $30 for Sports Illustrated. What pricing strategy will 
maximize revenues? Table 2, Part B, shows that price 
bundling generates more revenues than unbundling. Table 2 
presents average revenues per consumer, which are derived 
as total revenues divided by the number of consumers. 

Although the sizes of Segments A and B are initially 
assumed equal, this result applies to every proportion of sports 
and movie buffs. If 9096 of the consumers are sports fans, the 
optimal unbundled prices for Sports Illustrated and Entertain- 
ment Weekly are $50 and $30, respectively. Revenues are equal 
to ($50 x 9 + $30 x 1) x (number of consumers). Therefore, 
all consumers would buy a subscription to Entertainment 
Weekly, but only sports fans would subscribe to Sports Ilus- 
trated. À price bundle at $80 would generate ($80 x 1) x (num- 
ber of consumers) in revenues, again larger than the unbundled 
revenues. Also, if 90% of the consumers are movie buffs, 
unbundled revenues are maximized at a price of $50 for Enter- 
tainment Weekly and $30 for Sports Illustrated. This generates 
($50 x .9 + $30 x 1) x (number of consumers) in revenues. A 
price bundling strategy, in which the bundle is offered at $80, 
generates ($80 x 1) x (number of consumers) in revenues, 
which is again higher than the revenues when the supplier does 
not offer a price bundle and offers the magazines separately. 
Thus, the proposition is independent of segment size. 


Po: Mixed price bundling yields higher revenues than pure 
price bundling only when reservation prices for the bundle 
vary across consumers. In all other cases, pure price 
bundling yields at least the same revenues. 


This proposition contradicts often-cited statements of 
Adams and Yellen (1976), Guiltinan (1987), and others that 
mixed price bundling is always at least weakly better than 
pure price bundling. In contrast, we state that mixed price 
bundling is superior only when the reservation price for the 
bundle varies. The reason for our different conclusion is that 
our analysis disentangles two key dimensions of hetero- 
geneity, asymmetry, and variation in conditional reservation 
prices. Previous analyses did not make this distinction clear, 
and their conclusions for optimality were not complete or 
accurate. In contrast to mainstream bundling literature, this 
proposition has received partial support in the literature 
(Pierce and Winter 1996). 

The rationale of the proposition is the following: When 
the bundle reservation prices vary sufficiently, the firm can 
price the separate products to extract surplus from the seg- 
ment that values one of the bundled products highly, while 
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pricing the bundle to attract the other segment. So a mixed 
price bundling strategy dominates. When bundle prices do 
not vary, the bundle will be equally attractive to both seg- 
ments. Thus, a pure price bundling strategy dominates or 
equals a mixed price bundling strategy. For example, con- 
trast Cases 1 and 3 with Cases 2 and 4 in Table 2, Part B. 

Note that in these cases, the revenues from a mixed price 
bundling strategy merely equal the revenues from a pure price 
bundling strategy. The reason is that in these cases, mixed 
price bundling reduces to a de facto pure price bundling strat- 
egy. (Recall from the legality section that a de facto pure price 
bundling strategy 1s one in which all consumers buy the bun- 
dle because the prices of the separate products are relatively 
high.) In a valid mixed price bundling scheme, the prices of 
the separate products would need to be such that at least one 
consumer segment buys one separate product. Then mixed 
price bundling would become inferior to pure price bundling. 
For example, one such pricing strategy would optimally 
charge $49 for Sports Illustrated, $50 for Entertainment 
Weekly, and $80 for the bundle. In that case, Segment À would 
buy only Sports Illustrated, and Segment B would buy the 
bundle. This would generate a revenue of $64.50, on average. 

In practice, legality limits the choice of strategies. 
Although it may be economically optimal for a firm that 
faces low price variation to use pure price bundling, this 
choice may be illegal if the firm has dominant market power 
(see the prior discussion of the per se rule). À mixed price 
bundling strategy is also illegal if the strategy reduces to a 
de facto pure price bundling strategy, as discussed previ- 
ously. Thus, consideration of economic optimality must pro- 
ceed with evaluation of what is legally prudent. 


Product bundling The possibility of a product bundle 
enriches the set of potential bundling strategies (see Figure 1). 


P3: A product bundling strategy (either pure or mixed) yields 
higher revenues than unbundling for both symmetric and 
asymmetric conditional reservation prices, though the dif- 
ference ın revenues will be larger when reservation prices 
are asymmetric. 


Prior research has not addressed the optimality of prod- 
uct bundling. Product bundling strategies yield higher rev- 
enues than unbundling strategies because they exploit con- 
sumers’ willingness to pay for added value. Because of this 
added value, the asymmetry In conditional reservation 
prices is not necessary for the optimality of product 
bundling. However, the difference in revenues between 
product bundling and unbundling is larger when conditional 
reservation prices are distributed asymmetrically rather than 
symmetrically. The reasoning is the same as in the case of 
price bundling in P,—transferring consumer surplus from a 
segment with high conditional reservation prices to that with 
low conditional reservation prices. Again, this logic can be 
easily illustrated by the following example. 

Consider the pricing for an integrated stereo system, 
composed of a receiver and CD player, in Table 3, Part A. 
Note that a product bundling strategy yields much higher 
revenues than an unbundling strategy in all four cases (Table 
3, Part B). However, note that the difference in revenues is 
higher when conditional reservation prices are asymmetric 
(Cases 3 and 4 in Table 3, Part B) than when they are sym- 
metric (Cases | and 2 in Table 3, Part B). 
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P, Mixed product bundling can yield higher revenues than 
pure product bundling only when reservation prices for the 
bundle vary. Pure product bundling yields equal or higher 
revenues than mixed product bundling when reservation 
prices do not vary. 


Ps suggests that product bundling strategies yield higher 
revenues because they exploit consumers' willingness to pay 
for added value. In addition, by adopting a mixed product 
bundling strategy, a supplier can exploit the variation in the 
bundle reservation prices. If consumers vary in their valua- 
tions of the product bundle, offering only the product bundle 
leads to either a loss of consumers with a low reservation price 
for the bundle (at the high price) or a loss of potential revenues 
from the segment with a high reservation price for the bundle 
(at the low price). Both alternatives result in lower revenue 
compared with mixed product bundling, in which a supplier 
can accommodate all possible segments at optimal prices. 

For example, in Table 3, Part B, note how mixed product 
bundling yields higher revenues only in one of the cases 
(Case 4) when reservation prices vary. In all other cases, 
mixed product bundling yields the same revenues as pure 
product bundling. The exact point at which mixed product 
bundling becomes superior to pure product bundling is 
dependent on the configuration of the conditional reserva- 
tion prices. As yet, we have no precise formula to determine 
this point, though our simulation can determine which strat- 
egy is optimal as configurations change. 

Although mixed product bundling is superior to other 
bundling strategies in specific contexts, when a firm has mar- 
ket power or the benefits to consumers are not clear, mixed 
product bundling is far superior to the other strategies because 
of the current legal environment. Pure product bundling 
strategies by high-profile firms with market power are likely 
to be challenged by the U.S. Department of Justice. Even if 
the company is not found guilty in court, the legal battle with 
the government may involve enormous legal costs and man- 
agement time. In such cases, mixed product bundling is the 
best defense against prosecution because it is legal. Thus, 
implementation of the economic optimum must be tempered 
by legal considerations when strategies are implemented. 

P5: Combining a product with a price bundling strategy 1s supe- 
rior to mere product bundling if consumers' conditional 
reservation prices (a) for the separate products and (b) for 
the price bundle and the product bundle are asymmetric. 


Asymmetry between price and product bundles occurs 
when one segment values the price bundle but not the inte- 
grated product bundle, and another segment values the inte- 
grated product bundle but not the price bundle. 

No previous research addresses combining a price and a 
product bundling strategy, let alone its optimality. P; states 
two conditions for the optimality of such a strategy. First, 
conditional reservation prices for the separate products must 
be asymmetric. If not, price bundles will gain no more rev- 
enues than will selling the products separately (by P4). Sec- 
ond, consumers' reservation prices for the price bundle and 
the product bundle must be asymmetric. In this situation, the 
firm can price the integrated product bundle to demand a 
premium price from the latter segment and can price the 
price bundle to exploit the asymmetry in reservation prices 
of the former segment. 
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An illustration for this proposition is the frequency with 
which companies combine a product and price bundling 
strategy in a variety of industries, such as information sys- 
tems and sound systems, in which consumers are presented 
the full array of separate products, price bundles, and (inte- 
grated) product bundles. The reason is the asymmetry in 
consumer reservation prices for all these combinations. 
Some consumers value a CD player, others value a receiver, 
and still others value a good set of speakers. Also, some 
consumers value an integrated system, whereas others like 
to mix and match their own system and buy the separate 
products. 


Objectives of the Firm 


The literature on bundling has not dealt with any goals of 
firms other than profit or revenue maximization. Conse- 
quently, the propositions we formulate in this section have 
not been addressed in any way in previous literature. Further 
research could refine and test these propositions. 

An important alternative goal to profit or revenue 
maximization may be maximizing market penetration. 
This goal is relevant for a new product, particularly in 
high-tech and Internet environments. In the latter case, 
rapid market penetration becomes paramount because a 
rapidly growing product has the potential to monopolize 
the market (“winner takes all”; see Liebowitz and Margo- 
lis 1999), so profit maximization may be secondary, at 
least initially. In such contexts, bundling a new product 
with an existing product can be a critical strategy for 
success. 


Price bundling. We offer the following proposition: 


Pg: When a firm's goal 1s to maximize market penetration first 
and profits second, pure price bundling either is the best 
strategy or is no worse than any other strategy. 


Comparing pure price bundling with unbundling is 
straightforward. If a firm strives for maximum penetration, it 
would price the separate products in an unbundling strategy 
at the minimum of consumers’ reservation prices for the sep- 
arate products. In a pure price bundling strategy, it would 
price the bundle at the minimum of consumers’ reservation 
prices for the bundle. However, from P}, the revenues from 
the latter strategy will always be higher than (in case of 
asymmetric reservation prices) or equal to (in case of sym- 
metric reservation prices) the revenues of the former 
strategy. 

As we discussed previously, the profitability of mixed 
price bundling stems from selling separate products to con- 
sumers with a high valuation for them, while selling the 
bundle to the other consumers. In other words, its optimal- 
ity is based on excluding some consumers from buying all 
products in the bundle. However, if the company’s prime 
objective is to increase market penetration, it will not want 
to exclude any consumers from buying one of its products. 
Therefore, if the goal is market penetration, pure price 
bundling will be superior. I 

In addition, pure price bundling may have other strate- 
gic advantages. Pure price bundling may serve as a means 
of subsidizing trial. Some segments may not even have 
heard of the new product. In that case, pure price bundling 
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provides both visibility and trial for the new product. To the 
extent that visibility and trial are important in new product 
diffusion (Rogers 1995), they provide additional reasons 
for pure price bundling. Although this proposition may 
appear to be a bold statement at first, many real-life exam- 
ples provide some validation. New software is often 
included for free with purchased software or hardware 
(e.g., Microsoft’s Money with the Windows operating sys- 
tem). Free samples of new products are often included with 
already existing products in fast-moving consumer goods. 
New financial services often are free at first to existing cus- 
tomers; when they are well adopted, firms start to charge 
for them. 

The following example can explain the intuition of 
this proposition. Consider the marketing manager at 
McDonald’s responsible for the introduction of a new 
item, the McFlurry. To maximize market penetration, the 
marketing manager can bundle the McFlurry with each 
sandwich on the menu at the additional price that equals 
the lowest that any consumer is willing to pay for it. This 
is a strategy of pure price bundling and will ensure that 
every consumer of any of McDonald’s sandwiches tries 
the McFlurry. Thus, the strategy provides the new product 
with high visibility, trial, and penetration. In addition, if 
consumers value the McFlurry more than the additional 
price added to the bundle, the strategy creates consumer 
surplus for the bundle. In every other price strategy for 
the McFlurry, its market penetration would be equal or 
less. 

However, pure price bundling of separate products is 
illegal if the supplier has market power. In such situations, 
firms may need to adopt mixed price bundling even when 
pure price bundling would be superior. Here again, when 
firms implement bundling strategy, they must temper what is 
economically optimum with what is legally prudent. 


Product bundling. For product bundles, we formulate the 

following proposition: 

Pz: When a firm's goal is to maximize market penetration first 
and profits second and a product bundle is possible, pure 
product bundling is as good as, if not better than, any other 
strategy; the only exception is the case in which con- 
sumers’ conditional reservation prices (a) for the separate 
products and (b) for the price bundle and product bundle 
are asymmetrically distributed In the latter case, combin- 
ing a pure price bundling strategy with a pure product 
bundling strategy may be optimal. 


The first part of this proposition is in line with Pg. That 
product bundling also creates added value for consumers only 
makes the case for the optimality of pure product bundling 
stronger. Again, pure product bundling will be superior to 
mixed product bundling when the optimality depends cru- 
cially on the exclusion of certain buyers from buying the bun- 
dle. The optimality of pure product bundling over unbundling 
is even clearer, because a supplier can capture added value by 
selling the product bundle, compared with selling the separate 
products. In addition, pure product bundling may provide a 
new product with higher visibility and trial. Moreover, 
because it involves a product bundle, the link with perceived 
functionality is even clearer than in the case of price bundles. 
Thus, pure product bundling is superior to any other strategy. 


The second part of the proposition runs parallel to Ps for the 
same rationale as for that proposition. 

We now can fully appreciate Microsoft’s bundling 
strategy of Internet Explorer from an economic perspec- 
tive. Considering Microsoft’s objective of rapid market 
penetration for Explorer, a pure product bundling strategy 
as implemented by Microsoft makes perfect economic 
sense. By integrating the browser into the operating system 
at no extra charge, Microsoft effectively maximized its 
market penetration by maximizing the browser’s visibility 
and trial and also maximized consumer surplus. However, 
Microsoft clearly misjudged the optimality of a pure prod- 
uct bundling strategy from a legal perspective. The legality 
of the practice is not always clear, because it depends on a 
judgment of a firm’s monopoly power and the offsetting 
benefits of its product bundling. Even if Microsoft were 
legally right and won on appeal, the whole investigation 
and court case cost the company dearly. The case con- 
sumed a great deal of top management’s time and atten- 
tion, it lowered employee morale, talent left to join com- 
petitors, and the firm lost approximately 35% of its market 
value. 


Competition 


The literature on how competition influences the optimality 
of different bundling strategies is rather thin. Further 
research in this area would be fruitful. 


Price bundling. To discuss the impact of competition on 
the optimality of different bundling strategies, we again start 
with our base case, in which the supplier cannot develop a 
product bundle. 

Pg: In competitive markets, a mixed price bundling strategy 

dominates a pure price bundling strategy. 


Research by Matutes and Regibeau (1992) supports this 
proposition. In competitive markets, from oligopoly to per- 
fect competition, companies cannot differentiate them- 
selves from competitors by bundling. Even if a pure price 
bundling strategy were more profitable, the strategy would 
encourage competitors to offer both bundled and separate 
products. This mixed bundling strategy would be more 
attractive to consumers and consequently would cut into 
the market share of the firm using pure price bundling. 
Consequently, this firm would also adopt a mixed price 
bundling strategy. It can be shown mathematically that in 
the long run, both companies sustain their mixed price 
bundling strategies (Matutes and Regibeau 1992). How- 
ever, all the firms could be better off if they could collude 
on an unbundling strategy, because then they could commit 
to not offering a discount on the bundle, which would 
increase their combined profits. Of course, price collusion 
is illegal. 

It is still unclear how a mixed price bundling strategy 
compares with an unbundling strategy from a competition 
perspective. Anderson and Leruth (1993) provide some rea- 
sons firms may prefer unbundling to mixed price bundling 
in highly competitive environments. First, mixed price 
bundling is a readily observable strategy and thus an easy 
signal to trigger a response from competitors. Conversely, if 
a firm's marginal costs were unobservable and declining, 


retaining its prices at the same level and thereby increasing 
its profits would not be detected by competitors. Second, 
unilaterally adopting a mixed price bundling strategy could 
likely trigger aggressive pricing by competitors. Third, firms 
may try to avoid competing on multiple domains, in essence 
on a separate-products market and a bundle market. How- 
ever, Anderson and Leruth's (1993) assumption that firms 
recognize the implications of embarking on a mixed price 
bundling strategy—that is, lower profits for both firms—is 
questionable. 

An illustration of Pg is the pervasiveness of mixed price 
bundling strategies in highly competitive industries, such as 
telecommunications and banking services. In telecommuni- 
cations, the degree of asymmetry in consumers' conditional 
reservation prices is high. Most telecom products are more or 
less substitutes (cellular versus fixed telephony). Thus, the 
revenue potential from price bundling strategies is substan- 
tial. But competition is so intense that firms cannot force pure 
price bundles on consumers. Therefore, the number of call- 
ing plans (various forms of bundling) has exploded to accom- 
modate the superiority of mixed over pure price bundling. 

. Product bundling. The analysis is similar in the case 
when a supplier can introduce a product bundle, though with 
a slightly different outcome. We propose the following: 


Po: In competitive markets, if the supplier can introduce a 
product bundle, mixed product bundling strategies domi- 
nate unbundling and pure product bundling strategies. 


This proposition is consistent with Pg and can be sup- 
ported, at least partially, by the same logic. Competitive 
markets preclude clearly differentiated positions. Even if a 
firm develops a unique, superior product bundle, a differen- 
tiated position is not sustainable. Competitors imitate the 
product bundle immediately, with substantial downward 
pressure on prices. In addition, consumers who wish to mix 
and match products and compose their own system are left 
unserved. This creates an opportunity for firms to escape 
price pressure by adopting a mixed product bundling strat- 
egy. A mixed product bundling strategy increases variety, 
which in turn increases consumer demand. This result will 
motivate competitors to adopt and sustain mixed product 
bundling strategies (Matutes and Regibeau 1988). 

An unbundling strategy is also not optimal. When adopt- 
ing an unbundling strategy, a company would forgo a prof- 
itable opportunity, namely, offering a product bundle to con- 
sumer segments that value integration at a premium price. 
Note that if markets are not competitive, in the sense that 
product bundles can create sustainable differentiation, pure 
product bundling can be optimal. In this case, the product 
bundle will provide the company with a local monopoly and 
thus reduce price competition (Chen 1997). 

To clarify Po, consider Apple's strategy. Initially, the 
Apple Macintosh was sold as a pure product bundle of hard- 
ware and software. This strategy was optimal because the 
Apple Macintosh was unique in performance and ease of 
use as a result of its graphical user interface. However, as 
time went on and other suppliers rapidly gained on Apple 
through product improvements, the Macintosh lost its 
uniqueness. Consumers found more flexibility and choice 
possibilities with competing suppliers, which led to a 
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decline in Apple’s market shares. At that time, a mixed prod- 
uct bundling strategy would have been superior for Apple. 


Costs 


Little work has been done in marketing or economics that 
relates costs to the optimal bundling strategies. Still, costs 
may be as important to the optimality of bundling as are the 
other factors we identified. Therefore, costs warrant further 
academic attention. 

Three cost aspects appear relevant to bundling: the rela- 
tive contribution margin, economies of scale and scope, and 
additivity of costs in the bundling process. Note that the 
immediate impact of price bundling is to increase revenues. 
The relative contribution margin is relevant to price 
bundling because it increases profits from revenue increases. 
Economies of scale and scope are relevant to price bundling 
because they decrease the costs of additional sales. Additiv- 
ity of costs is relevant to product bundling because it deter- 
mines the extra margin that the product bundling strategy 
generates. 

However, costs will not be pertinent to the optimality of 
mixed versus pure bundling strategies because the costs do 
not vary much between these two strategies. For example, 
the costs for an opera house of selling only season tickets 
(pure bundling) or season tickets as well as individual tick- 
ets (mixed bundling) will not be very different. 

The relative contribution margin 1s equal to (price — vari- 
able costs) divided by price. Products such as home appli- 
ances, with high variable costs relative to price, ‘have a low 
contribution margin. Products such as software, with low vari- 
able costs relative to price, have a high contribution margin. 

Economies of scale are decreases in costs per unit as the 
scale of operation increases. Economies of scope are 
decreases in costs per unit of two or more products due to 
producing or marketing them together instead of separately. 
Economies of scale and scope are often present in technol- 
ogy and telecommunication markets. 

Almost all articles on bundling assume costs to be addi- 
tive. The term additive means that the ratio of the costs of 
the bundle to the sum of the costs of the separate products is 
equal to 1 (for an exception, see Hanson and Martin 1990). 
A variety pack of cereals is a good example of a price bun- 
dle with approximately additive costs. Subadditive costs, in 
which the ratio is smaller than 1, or superadditive costs, in 
which this ratio is greater than 1, have largely gone unre- 
searched. The multimedia PC is an example of a product 
bundle with subadditive costs. Because the modem, CD- 
ROM, and speakers can be miniaturized (no casing, separate 
ports, cable, and so forth) and integrated in the PC, produc- 
tion, packaging, and distribution costs are lower than the 
sum of the costs of the separate products. A turnkey com- 
puter network is a product bundle with superadditive costs. 
Beyond the costs of the separate components (such as 
server, terminals, network software, and application soft- 
ware), the supplier has extra costs in seamlessly integrating 
the network. Again, we first develop the base case in which 
only price bundles are possible. 


Price bundling. We can formulate the following 
proposition: 
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Du The profitability of price bundling is likely to be higher 
than that of unbundling (a) the higher the relative contri- 
bution margin and (b) the stronger the economies of scale 
or scope. 


The rationale for Dun, is that discounts on high-margin 
products are better able to raise profits than discounts on 
low-margin products, assuming constant price elasticity. For 
example, consider a marketing manager at Beats who is con- 
sidering a bundle of a blender and a food processor. Assume 
that the blender has variable costs of $80 and sells for $100 
and the food processor has variable costs of $700 and sells 
for $800. If Sears offers a bundle of the two products at $810 
(amounting to a 1096 discount), it gains only $30 contribu- 
tion per bundle sold. Because this bundled offer will cut into 
regular sales margins, the sales increase must be 30096 to 
make bundling profitable. Compare this with a marketing 
manager at Microsoft who considers offering a temporary 
price bundle, in cooperation with original equipment manu- 
facturers, of Microsoft Windows and Microsoft Office. 
Assume that these products sell at $100 and $60, respec- 
tively, and have variable costs of $4 and $5, respectively. If 
Microsoft prices the bundle at $144 (10% discount), ıt will 
gain $135 in contribution per bundle sold. A sales increase 
of only 12% will make bundling profitable. Therefore, 
assuming constant price elasticity and equal incremental and 
cannibalized sales, Microsoft will benefit more from a price 
bundling strategy than Sears will. , 

When economies of scale exist, an increase in sales vol- 
ume will lower costs and increase profits. Because price 
bundling can increase sales, it will be more profitable than 
unbundling strategies when economies of scale are present. 
When economies of scope are present, a firm can jointly 
produce and market a portfolio of products more economi- 
cally than doing so separately. Price and product bundling 
can increase sales of a portfolio of products. Thus, such 
bundling strategies are more profitable than unbundling 
strategies when economies of scope are present. 

Product bundling. Product bundling strategies almost 
always call for attention to costs of the bundling process. 
This situation contrasts sharply with price bundling, in 
which the cost structure of the individual products is 1mpor- 
tant. The reason is that in price bundling, the bundled prod- 
ucts do not change. 


Py: If costs of product bundling are subadditive, a product 
bundling strategy 1s always supenor to an unbundling 
strategy, irrespective of consumers’ reservation prices, the 
firm's strategic objectives, or the nature of competition. 


In many cases, product bundling will generate diverse 
cost savings. The multimedia PC is a good example of such 
cost savings. By internalizing the CD-ROM in the PC, costs 
can be saved in the casing and the connection of the CD- 
ROM. The same goes for the speakers and the modem. Also, 
on-site assembly costs may be lower. Costs that would 
accrue from connecting and installing separate components 
on-site, such as the CD-ROM and modem, to the reseller 
(e.g., CompUSA) or the manufacturer directly (e.g., Dell) 
are avoided by the "out of the box" multimedia PC. 

In case product bundling generates extra costs, the opti- 
mality of product bundling depends on the trade-off 


between the extra costs generated and extra revenues from 
the added sales to consumers who appreciate the product 
bundle. The existence of system integrators in many indus- 
trial markets (Wilson, Weiss, and John 1990) points to the 
potential profitability of such a strategy. System integrators 
typically integrate a set of different products into a system. 
For example, companies can buy an entire computer net- 
work through a system integrator, such as Andersen Con- 
sulting, versus mixing and matching the separate compo- 
nents, such as server, terminals, and software, from 
different vendors. In many cases, companies will contract 
from a system integrator, though its total price may be 
higher. 


Consumers’ Perceptions of Bundles 


The previous discussion 1s largely driven by economic prin- 
ciples. However, in the past two decades, considerable 
behavioral research has focused on consumers’ perceptions 
of bundles. Insights developed from these studies may help 
companies in fine-tuning their formulation and presentation 
of bundling strategies. We synthesize the main conclusions 
of this literature in these final propositions on optimality. 
Previous research shows support for these propositions. 
Research in this area is so recent and the area is so rich with 
phenomena that further research promises to be quite 
fruitful. 

Most of the behavioral research on bundling is grounded 
in prospect theory (Kahneman and Tversky 1979) and men- 
tal accounting (Thaler 1985). Central to prospect theory is 
the value function. In prospect theory, outcomes are framed 
aS positive (gains) or negative (losses) deviations from a ref- 
erence point. The value function is concave in gains and 
convex in losses. Mental accounting suggests that people 
perceive multiple gains as more rewarding and multiple 
losses as more punishing than a single gain and a single loss 
of the same amount. What are the implications of these prin- 
ciples for bundhng strategies? 


Pi: For price information, it is optimal for companies to (a) 
integrate all price information in a single bundle price 
rather than present it in a list of separate product prices 
and (b) separate the bundle discount in multiple savings 
rather than present it as a single saving. 


This optimality is driven by considerations on purchase 
likelihood as well as subsequent consumption behavior. 
Several researchers show that presenting consumers with a 
single bundle price lowers price sensitivity and increases 
purchase likelihood (Drumwright 1992; Gaeth et al. 1990; 
Yadav and Monroe 1993). The theoretical rationale is the 
following: Consumers perceive a single loss as less punish- 
ing than multiple losses. Therefore, they value a single bun- 
dle price more than one that explicitly sums the prices of the 
separate products. 

For example, suppose consumers are confronted with 
two possible offerings for portable PCs: 


a. Take advantage of this great deal Buy now a portable PC for 
only $2,500 and get a Deluxe Case at $99 and printer HP 
DeskJet 932C at $199, or 

b. Take advantage of this great deal: Buy a portable PC, with a 
Deluxe Case and printer HP DeskJet 923C for only $2,798 


Piz, suggests that consumers prefer Offer b to Offer a. 
Therefore, it is optimal for companies to present consumers 
with a single bundle price. Also, this mechanism sometimes 
enables consumers to buy more than they would if products 
were offered individually. 

In contrast, consumers prefer their gains segregated. 
They perceive multiple savings in the bundle as more favor- 
able than a single saving (Johnson, Herrmann, and Bauer 
1999; Mazumdar and Jun 1993). Consider the following two 
offerings as illustrations: 


a. Take advantage of this great deal: If you buy all your tele- 
com services from AT&T, get $200 cash back on your long 
distance calls and a credit of $100 on international calling 

b. Take advantage of this great deal: If you buy all your tele- 
com services from AT&T, get $300 cash back. 


Research shows that consumers value Offer a more than 
Offer b. 

Considerations of consumption behavior also may drive 
the optimality of presenting consumers with a bundled price 
rather than a list of separate product prices. Recent research 
has found that consumers who buy a bundle of products at a 
bundled price consume less of the bundle than do consumers 
who are presented with separate product prices (Prelec and 
Loewenstein 1998; Soman and Gourville 2001). Consumers 
who buy a bundle of products at a bundled price perceive far 
greater ambiguity on the sunk cost of their purchase than do 
consumers presented with separate product prices. This 
greater ambiguity “decouples” the sunk cost of the purchase 
from the extra benefit of consuming the entire bundle. In 
other words, consumers who are presented with a bundled 
price will account less for the sunk costs of their purchase 
than will consumers who are presented with separate prices. 

Consider two consumers, John and Robert, who have 
purchased tickets for a series of four NBA games at $20 
each. John is presented with a bundled price of $80, whereas 
Robert has paid $20 separately for each of the four games. 
Because of their mode of payment, Robert has less ambigu- 
ity of the cost of each ticket ($20) than does John. As such, 
the sunk cost of each ticket looms larger for Robert than it 
does for John. For this reason, prior research shows that 
Robert has a higher likelihood of seeing all four games. 

Although most research indicates support for P>, there 
may be exceptions to this general guideline. For example, 
Morwitz, Greenleaf, and Johnson (1998) show that parti- 
tioned pricing, in which a firm divides a product's price into 
two mandatory parts, the product and shipping charges, can 
increase consumer demand because of lower recalled costs. 
This example suggests the need for more research on poten- 
tial causes for the discrepancy. Important topics in this 
research could be the price differential between products in 
the bundle, the salience of the product and bundle prices, 
and the cognitive effort involved in evaluating the bundle. 


Conclusion and Directions for 
Further Research 


Although the economics literature has some in-depth analy- 
ses of bundling in specific situations, the topic has enjoyed 
only scattered research in marketing. Moreover, the pub- 
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lished studies are fuzzy about some basic terms and princi- 
ples. In addition, the literature lacks a unifying classification 
of the strategies, clear norms for the legality of the strate- 
gies, and a comprehensive framework for the optimality of 
bundling strategies. We try to address these limitations. This 
article provides a new synthesis of the field of bundling 
based on a critical review and extension of the marketing, 
economics, and law literature. This article makes the fol- 
lowing three contributions: 

First, the article defines bundling terms and principles to 
reveal a new, rich set of bundling strategies. It presents a 
classification of these strategies that provides a clear under- 
standing of the relationship among them. In particular, the 
classification shows that price bundling and product 
bundling are independent strategies, which firms can mix 
and match to best meet consumer demand. 

Second, this article reviews the legal literature to articu- 
late certain fairly simple conditions that guide the legality of 
bundling strategies. In particular, it clarifies the current 
ambiguity in case law by identifying the per se rule and the 
rule of reason. The exposition distinguishes between issues 
of law, in which clear norms are discernable, and issues of 
fact, in which empirical cases may be quite ambiguous and 
controversial. 

Third, the article develops a framework of 12 proposi- 
tions that prescribe the optimal bundling strategy depending 
on five important factors. The literature contains partial 
empirical or mathematical support for only three of the 
propositions (P;, Pg, and P>), and it imprecisely describes 
one of the propositions (P>). All the other eight propositions 
have been proposed here for the first time. The propositions 
synthesize a body of knowledge about the trade-offs man- 
agers must make when choosing among bundling strategies 
in specific contexts. The article emphasizes that such trade- 
offs should account for the legality as well as the economic 
optimality of a bundling strategy. 


Implications for Marketing Management 


Our synthesis offers answers to the following managerial 
concerns. 


When is bundling illegal? The controversy about and 
probable strategic errors in the recent Microsoft case show 
that bundling is not well understood, even by well-financed 
major corporations. History shows that engaging in illegal 
or even potentially illegal bundling strategies can be costly. 
The legal battle takes many years, costing valuable manage- 
ment time and large financial resources. An eventual con- 
viction is even more costly, because in most cases, judges 
mandate monetary penalties or radical organizational 
changes. We have defined clear rules by which managers 
can easily assess whether a certain strategy is illegal. Most 
important, firms with dominant market power that consider 
implementing pure bundling strategies should scrutinize the 
legality of their bundling strategy. Although pure price 
bundling for such firms is illegal at all times, pure product 
bundling may be legal if the bundle offers substantial added 
value to consumers that cannot be achieved when firms sell 
the bundled products separately. Faced with these legal con- 
straints, companies with dominant market power may find it 
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optimal to resort to value-added product bundling for long- 
term benefits rather than to short-term price bundling to 
gain market share. In this respect, it would have been better 
for Microsoft to have invested in unambiguous value- 
enhancing integration of Internet Explorer and Windows at 
the start, instead of merely packaging the browser and the 
operating system. This latter initial strategy triggered the 
original lawsuit. 


What are the drivers of the optimality of bundling? This 
article shows that bundling is profitable for a variety of reasons 
and thus deserves more attention from managers. In particular, 
we find that price bundling of existing products may be opti- 
mal because it is a form of price discrimination between dif- 
ferent consumer groups and because it decreases price sensi- 
tivity and increases individual] consumers’ purchase 
likelihood. We also find that price bundling yields larger profit 
increases the higher the relative contribution margin and the 
stronger economies of scope and scale are. Thus, services or 
goods with high development costs—such as high-tech prod- 
ucts—generally have more to gain from price bundling than 
do goods with high marginal costs, such as consumer durables 
or industrial goods. We find that product bundling of existing 
products may be optimal because it creates added value for 
consumers, saves costs, and creates differentiation in highly 
competitive markets. We also argue that bundling a new prod- 
uct with an existing product is an ideal introduction strategy 
because it allows extraction of more consumer surplus at equal 
sales levels. In addition, price bundling will increase the visi- 
bility and trial of the new product, which are important in new 
product adoption by consumers. Product bundling may also 
improve consumers’ perceptions of the functionality of the 
new product when it is bundled with existing complements. 

This discussion suggests that firms that exploit opportu- 
nities offered by bundling will enjoy increases in market 
shares and profits. Thus, developing expertise in designing 
bundling strategies may be of prime importance in achieving 
long-term success. The guidelines we posit in this article 
may be the first step in enhancing managerial insights on the 
optimality of bundling. 


Choose mixed or pure bundling? Prior research gener- 
ally views mixed bundling as at least weakly superior to 
pure bundling. Our discussion shows that this literature may 
be misguided because it assumes that pure bundling can 
never be optimal. In contrast, we propose that mixed 
bundling is superior to pure bundling only in highly com- 
petitive environments or when consumer reservation prices 
vary a fair amount. Moreover, we argue that for new prod- 
ucts, pure bundling strategies tend to outperform mixed 
bundling strategies. Pure bundling strategies necessarily 
bring all consumers of an existing product in contact with 
the new product, so they grow aware of it and can easily try 
it out. Thus, developing expertise on the proper choice 
between pure bundling and mixed bundling is important for 
using bundling strategies profitably. 


Limitations and Further Research 


This article has several limitations that further research 
could address. First, product bundling is relatively new, and 
its use in high-tech markets can benefit from further 


research. Two questions seem especially pressing: What fac- 
tors drive customer preferences for product bundles in high- 
tech environments? and How can suppliers optimally orga- 
nize themselves to offer product bundles when they do not 
have competence on all products in the bundle? 

Second, limitations of time and space prevented a formal 
mathematical proof or empirical validation for each of the 
propositions. The field would benefit especially from 
research that defines the domain and validity of the newly 
proposed propositions. The most promising areas of further 
research appear to be the impact of competition and alterna- 
tive strategic objectives on the optimality of bundling. 
Although prior analytical research has developed some 
insight on the impact of competition, it is limited mostly to 
monopoly and relatively simple forms of bundling. 

Third, the article does not indicate the relative impor- 
tance of each of the conditions for optimality. Intuitively, 
for price bundling, we suspect that the distribution of con- 
ditional reservation prices is probably the predominant 
condition for optimality. The reason is that price 


bundling, by nature, tries to exploit the heterogeneity in 
consumers’ conditional reservation prices. For product 
bundling, costs seem to be the important condition for 
optimality. The reason is that costs determine the amount 
of value firms can build into the product bundle. Empiri- 
cal research that tests our intuition on this issue would be 
fruitful. 

Finally, this article focuses on the optimality of bundling 
toward the end user (either consumers or businesses). It does 
not discuss the optimality of bundling in channels (i.e., the 
optimality of bundling by a manufacturer to a retailer). An 
example of the latter is full-line forcing, in which a manu- 
facturer forces a retailer to carry an entire line of products. 
Research into this area should be fruitful. 

In summary, the current article underscores the central- 
ity of bundling in marketing. It integrates research from a 
variety of perspectives to provide a deeper and more com- 
plete understanding of bundling than is as yet available to 
marketers. However, it suffers from several shortcomings, 
which we hope will stimulate further research in this area. 


rr 
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The Effects of Ingredient Branding 
Strategies on Host Brand 
Extendibility 


A decision of increasing importance is how ingredient attributes that make up a product should be labeled or 
branded, if at all. The authors conduct a laboratory experiment to consider how ingredient branding affects con- 
sumer acceptance of a novel line extension (or one that has not been introduced before) as well as the ability of 
the brand to leverage that ingredient to introduce future category extensions. The authors study two particular types 
of novel line extensions or brand expansions: (1) slot-filler expansions, in which the level of one existing product 
attribute changes (e.g., a scent in Tide detergent that is new to the laundry detergent category) and (2) new 
attribute expansions, in which an entirely new attribute or characteristic is added to the product (e.g., cough relief 
liquid added to Life Savers candy). The authors examine two types of ingredient branding strategies by branding 
the target attribute ingredient for the brand expansion with either a new name as a seflf-branded ingredient eg. 
Tide with its own EverFresh scented bath soap) or an established, well-respected name as a cobranded ingredi- 
ent (e.g., Tide with Irish Spring scented bath soap). The results indicate that with slot-filler expansions, a cobranded 
ingredient facilitates initial expansion acceptance, but a self-branded ingredient leads to more favorable subse- 
quent category extension evaluations. With more dissimilar new attribute expansions, however, a cobranded ingre- 
dient leads to more favorable evaluations of both the initial expansion and the subsequent category extension. The 
authors offer interpretation, implications, and limitations of the findings, as well as directions for further research. 


are incorporated into another brand as ingredients, is 

becoming increasingly popular among marketers. The 
strategy is an example of a broader marketing trend reflected 
by the increasing number of firms that are establishing brand 
alliances by linking themselves through their products or 
other aspects of their marketing program to other firms or 
brands (Rao, Qu, and Ruekert 1999; Shocker, Srivastava, 
and Ruekert 1994). Marketplace examples of ingredient 
branding abound, such as Beechnut baby foods with Chiq- 
uita banana, Ben and Jerry's Heath Bar Crunch ice cream, 
and Fat Free Cranberry Newtons with Ocean Spray cranber- 
ries. The basic motivation for using ingredient branding is 
that it enhances the differentiation of the host brand from 
competition by characterizing the ingredient attribute in the 
host brand more specifically (e.g., Tide with a "new scent" 
versus the "scent of Irish Spring bath soap"). This will 
improve the competitiveness of the host brand. Moreover, 
ingredient branding could enhance the equity of the host 
brand by sending a strong signal to consumers that the host 
product offers the combined benefits of two quality brands 
in one. The impact of ingredient branding, however, will 
depend on the inherent importance of the ingredient itself. 


|= reor branding, in which key attributes of one brand 
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Branding a more important ingredient (e.g., scent versus 
packaging in the case of Tide detergent) should facilitate the 
host brand’s differentiation and evaluations to a greater 
extent. 

Almost all the brands adopting an ingredient branding 
strategy have adopted a few common elements in their 
implementation. First, most use a cobranded ingredient 
branding strategy, in which the attribute ingredients are sup- 
plied by another firm (e.g., Intel inside Dell computers), that 
is, the ingredient is branded using an identified brand name 
or other brand element associated with another firm (Norris 
1992). Even though cobranded ingredients offer the benefits 
of competitive differentiation and enhanced equity to the 
host brand, the downsides involve monetary compensation 
of some sort to marketers of the ingredient brand, risk aris- 
ing from the possible withdrawal of the ingredient brand 
from the alliance in the future, and a potential lack of con- 
trol over the marketing strategy of the involved ingredient 
brand. Do marketers of host brands interested in adopting 
ingredient branding have an alternative way of implement- 
ing the strategy that can be as effective as the cobranded 
strategy? This study investigates an alternative—a zelt 
branded ingredient branding strategy, in which the host 
brand brands the ingredient with a new name, logo, symbol, 
and so forth that is proprietary to the company marketing the 
host brand; that is, the host brand owns the new self-brand. 

Second, the nature of ingredient branding adopted by 
most brands is tactical and revolves around the host product 
category. Specifically, in most cases, the ingredient brand 
modifies an existing attribute in the host category, often to 
help the host brand improve perceptions of performance on 
that attribute. For example, Smuckers’ fruit filling is used by 
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Kellogg's Pop-Tarts to improve the perceived performance 
on one of its existing attributes—fruit filling. Even though 
improved product performance in the host category is 
important, one critical issue is whether the host brand has 
exploited the full potential of the ingredient. Can the ingre- 
dient brand play a more profound strategic role? This study 
examines two such possible roles. First, can the ingredient 
brand help the host brand introduce a completely new 
attribute (from the ingredient category) into the host cate- 
gory that can expand the usage of the host brand and thus 
be a source of major competitive advantage (e.g., Life 
Savers candy incorporating the cough relief ingredient of 
Dayquil cough relief liquid, an attribute that is not provided 
by any other hard flavored candy)? Second, after the ingre- 
dient brand is incorporated into the host brand, can the 
ingredient be leveraged by the latter to extend into cate- 
gories in which the host brand could have difficulty extend- 
ing on its own (e.g., after the incorporation of Dayquil 
cough liquid, can Life Savers extend into children's flu 
medicine)? 

Prior research on this topic has more or less mirrored the 
ingredient branding strategies adopted by brands in the mar- 
ketplace. They have also focused on cobranded ingredients 
and the role of the ingredient brand in the host category. 
Specifically, Park, Jun, and Shocker (1996) examine ingre- 
dient branding in the context of composite brand extensions. 
That is, they investigate how a host brand (Slim-Fast) could 
overcome a limitation (poor taste) when extending into a 
new category (Slim-Fast cake mix) through the use of an 
ingredient cobrand (Godiva). They show that by combining 
two brands with complimentary attribute levels, a composite 
brand extension has a better attribute profile in consumers’ 
minds than either a direct extension of the dominant brand 
or an extension that consists of two highly favorable, but not 
complementary, brands. Simonin and Ruth's (1998) 
research, in contrast, focuses on the spillover effects of 
brand alliance, and the authors find that consumers’ attitudes 
toward a brand alliance can influence their subsequent atti- 
tudes toward each partner’s brands. Moreover, the authors 
examine the influence of product fit on the evaluation of 
alliance. 

Prior research has helped marketers’ understanding 
about this topic. However, there are gaps in the knowledge 
about this area. Specifically, little research has explored the 
implications of self-branded ingredients or considered the 
possible disadvantages of cobranded ingredients. Similarly, 
prior research has not examined the role played by the ingre- 
dient brand in the alliance—modifying a current attribute 
versus introducing a new attribute in the host category 
schema. Finally, prior research has not considered the 
effects of ingredient branding strategies on the introduction 
of subsequent category extensions. 

Our research addresses two main sets of questions. First, 
do the brand names given to ingredients as part of a line (or 
category) extension affect consumer evaluations? Does the 
relative effectiveness of a cobranded versus a self-branded 
ingredient depend on how similar the line extensions are to 
the host brand? In particular, are cobranded ingredients 
more valuable for line extensions that are less similar to 
existing products of the host brand, for example, to establish 
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credibility? This would provide marketers of host brands the 
flexibility of using an appropriate ingredient branding strat- 
egy (depending on product similarity) and yet balance the 
costs (of compensation, withdrawal, and lack of control) 
associated with such a strategy that were discussed 
previously. 

Second, can the ingredient product (e.g., Life Savers) in 
the host brand (e.g., Dayquil cough liquid) be strategically 
leveraged to enhance the latter's extendibility, that is, 
enable the host brand to extend into categories that are 
related to the ingredient but that are difficult for it to extend 
into on its own (e.g., children's flu medicine)? Further- 
more, does this enhancement vary between the two ingre- 
dient branding strategies? In particular, does the equity of 
the cobrand transfer to the host brand in a way that facili- 
tates consumer acceptance of an ingredient-related cate- 
gory extension? If not, a firm may be better off adopting 
the self-branded ingredient strategy. For example, if Tide 
detergent wanted to introduce the extension of a scented 
hand soap, would it be better off initially branding the 
scented bath soap ingredient with a new name (e.g., Ever- 
Fresh) than borrowing equity from another brand (e.g., 
Irish Spring)? 

Our article is organized as follows: First, on the basis of 
theoretical notions from both psychology and the branding 
literature in marketing, we present the conceptual back- 
ground and hypotheses of our research. We next describe the 
experimental methodology and then discuss the key results 
and their implications. 


Conceptual Background 


Some Definitions 


Line extensions (e.g. Pantene baby shampoo) involve 
minor product changes in the host brand (Desai and Hoyer 
1993; Farquhar 1989; Keller 1998). Some of these changes 
may have already been introduced by other brands in the 
category (e.g., a flavor already introduced by other tooth- 
paste brands), whereas others may be introduced into the 
host category for the first time (i.e., novel line extensions). 
These new changes could involve either the modification 
of a current attribute of the host category (e.g., a new kind 
of scent introduced in the laundry detergent category) or 
the introduction of a new attribute in that category (e.g., 
cough relief introduced in the flavored hard candy 
category). 

The host brand may not brand all these new changes, 
because either it chooses not to or they could not be done (e.g., 
ingredient brand's packaging that is new for the host category). 
However, when these new changes are branded (by either a 
self-branded or a cobranded ingredient), they are called brand 
expansions. Novel line extensions involving modification of a 
current attribute are called slor-filler expansions; novel line 
extensions involving the addition of a new attribute are called 
new attribute expansions. Branding the modified or new ingre- 
dient attribute makes brand expansion a type of ingredient 
branding, but ingredient branding also includes other types of 
brand leveraging strategies, such as the composite brand 
extensions (e.g., Slim-Fast cake mix by Godiva) examined by 


Park, Jun, and Shocker (1996). Figure 1 illustrates the linkages 
between this terminology and corresponding concepts. 


Theoretical Perspectives 


The distinction of expansions into slot fillers and new attrib- : 


utes can be related to the literature on product schema 
(Crocker 1984; Meyers-Levy and Tybout 1989; Sujan and 
Bettman 1989) and concept combinations (Murphy 1990; 
Wisniewski 1997). According to these streams of research, 
product concepts can be represented as schemata, that is, 


structured lists of slots (or attributes) and fillers. The slots: 


define quite generally what properties a product concept can 
have; the fillers specify what their characteristics are. For 
example, the laundry detergent product is characterized by 
many slots, one of which 1s scent. Now, for this same slot, dis- 
tinct brands of laundry detergent could assume different kinds 
of scent (or fillers). One brand may have a fruity scent, 
whereas another may be characterized by a floral scent. When 
these notions are applied to brand expansions, the modifying 
concept (e.g., the ingredient brand) modifies the head noun 
(e.g., the host brand, as a member of the host product category) 
either by filling an existing slot in the head noun’s concept dif- 
ferently (from other brands in the host category) or by intro- 
ducing a new slot (i.e., attribute) in the head noun concept. The 
former (latter), according to our conceptualization, are classi- 
fied as slot-filler (new attribute) expansions. Both these kinds 
of changes are introduced into the host category for the first 


time. Thus, they are inconsistent with the host category 
schema and are likely to produce corresponding changes in it. 

Note that though there could be feedback effects of the 
alliance on the ingredient brand, our research does not exam- 
ine that issue. Moreover, although the previous discussion is 
not inconsistent with research in ad hoc categories (e.g., Barsa- 
lou 1983) that has shown that consumers store information 
around many different kinds of nodes (e.g., attributes, places, 
products), we assume that consumers store information in 
memory only around brand (or product) nodes, consistent with 
other research in branding (e.g., Broniarczyk and Alba 1994). 


Schema incongruity models. 'To understand how con- 
sumers would evaluate these two types of expansions, it is 
important to examine how the expansions would be repre- 
sented in consumers' memory. Two schema incongruity 
models—the schema-plus-tag model and the subtyping 
model—reviewed by Sujan and Bettman (1989) provide 
useful insight. Their research investigated the effects of con- 
veying moderately versus strongly discrepant information 
about the brand on brand positionirig (e.g., "differentiated" 
versus “subtyped”) and the corresponding effects on con- 
sumers' perceptions of the brand and of the product cate- 
gory. Moderately discrepant information (explained by the 
schema-plus-tag model) resulted in a differentiated position- 
ing of the brand within the overall market, which implied 
that the brand was viewed as sharing important attributes 
with other brands in the category but was superior on differ- 
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entiating attributes. The second strategy (explained by the 
subtyping model), reflecting strongly incongruent informa- 
tion, involved an attempt to create a separate submarket or 
subtype for the new brand. The brand is set apart from the 
general category rather than positioned within the overall 
market (as in the first strategy). The differentiating attributes 
are used to create a strong perception of difference—that the 
brand is in a class or category by itself. Figure 2 highlights 
the important aspects of these two models, as applicable to 
the current study. 

The schema-plus-tag model suggests, among other 
things, that attributes discrepant from the general (category) 
schema cannot be represented in the schematic portion 
(meant for consistent attributes) and instead are linked to the 
(brand) representation by unique tags, or functionally sepa- 
rate organizational units (Graésser, Gordon, and Sawyer 
1979). Consistent with the general view of a differentiated 


brand, the model predicts that the advocated brand will be 
perceived as sharing many consistent attributes with other 
brands in the category. The brand will also be considered 
different from other brands in that its schema will contain a 
unique tag linking the differentiating attribute to the brand. 
The model predicts that differentiated brands will be 
processed categorically and memory will decline faster over 
time for discrepant (tagged) than for consistent attributes 
because discrepant attributes are not as strongly associated 
or integrated with the organizing schema (Schmidt and 
Sherman 1984). Therefore, extensive advertising is required 
to remind consumers of the tagged (unique) attributes. 

In contrast, the subtyping model suggests, among other 
things, that in an attempt to reconcile inconsistent informa- 
tion with the schema, the discrepant information is 
processed deeply and well remembered. The specific 
process of resolution is the formation of subcategories to 


FIGURE 2 
Representation and Processing Implications of Expansion Type for Extension Evaluation 
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Representation 
Implication 


' 


Ingredient brand 
will be tightly 
linked to host brand. 


| 


Implication 
One fit will be used in the 
evaluation of extension. 


Outcome 
e This factor 
becomes less 
relevant in the 
evaluation of extension. 


Processing 
Implication 


Expansion will 
be processed 
piecemeal. 


Implication 
Role of ingredient brand 
in making the extension 
product will be analyzed. 


Outcome 
e Only cobrand can help. 


accommodate the discrepant cases such that the schema for 
the category as a whole could be maintained (Weber and 
Crocker 1983). The subtyping model predicts that for a sub- 
typed brand, memory for discrepant brand attributes should 
be high because the discrepant ingredient brand is strongly 
linked to or integrated with the host brand. Furthermore, the 
evaluation of the brand is more likely to depend on a piece- 
meal approach (Fiske 1982), wherein the evaluation is based 
on the attributes of the brand and how those attributes are 
evaluated. 


Schema incongruity models and brand expansions. In the 
context of this study, slot-filler and new attribute expansions 
could be considered cases of moderately and strongly incon- 
gruent brands, respectively. Accordingly, the schema-plus-tag 
and the subtyping models could be applied to interpret slot- 
filler and new attribute expansions (and extensions), respec- 
tively. In the case of slot-filler expansions, the overall func- 
tion of the host brand changes little (if at all), because only 
the value of a current attribute is modified. Nevertheless, 
branding the modified attribute would be expected to improve 
the performance of the host brand on that attribute (i.e., as a 
schema plus tag). In contrast, the addition of a new attribute 
from another product category in new expansions (e.g., cough 
relief by LifeSavers candy) enables the host brand to provide 
consumers a completely new function that was delivered by 
another product category. Because this new function is so dis- 
tinct from what other brands in the category typically pro- 
vide, consumers are likely to perceive the host brand with the 
new ingredient attribute to be unique De. as a subtype). 

Next, using the two schema incongruity models and the 
psychology and branding literature as theoretical underpin- 
nings, we consider how brand expansions and extensions are 
affected by the particular ingredient branding strategy that is 
adopted. In doing so, we assume that consumers will focus 
predominantly on the target attribute ingredient (e.g., scent 
for the ingredient cobrand of Irish Spring) when evaluating 
brand expansions and category extensions, though we exam- 
1ne the role of other attributes as well. 


Hypotheses 


Brand Expansion Effects 


Basic principles from branding theory can be used to inter- 
pret the effects of alternative ingredient branding strategies. 
Consumer evaluations of a brand expansion or any type of 
extension can be considered an inferential process by which 
consumers must formulate their evaluations on the basis of 
what they already know about the host brand and what prod- 
uct or other type of information is provided about the exten- 
sion (Bridges, Keller, and Sood 1999). In particular, prior 
research has shown that various associations that character- 
ize the host brand may transfer to the extension brand 
depending on their perceived fit (Aaker and Keller 1990; 
Boush and Loken 1991; Broniarczyk and Alba 1994; Herr, 
Farquhar; and Fazio 1996; Keller and Aaker 1992; Park, 
Milberg, and Lawson 1991; Reddy, Holak, and Bhat 1994). 

Simonin and Ruth's (1998) results imply that if overall 
brand quality and/or brand-specific associations of two part- 
ner brands are inconsistent, brand expansion evaluations are 


likely to suffer. Therefore, at least as long as the cobranded 
ingredient is perceived as well-regarded and relevant to the 
host brand product and thus has sufficient equity and fit, the 
ingredient provides several advantages that should facilitate 
positive evaluations of a brand expansion. First, because the 
ingredient cobrand is well liked by consumers, they may 
choose to transfer their evaluations of it directly to the brand 
expansion through an affect transfer mechanism (Wright 
1975). Second, a key predictor of extension evaluations is 
consumers' perceptions of the manufacturer's ability (or 
expertise) to make the extension product (Aaker and Keller 
1990; Keller and Aaker 1992). Because consumers are likely 
to perceive the quality of an established ingredient cobrand 
to be higher than that of an unknown ingredient self-brand, 
the cobranded ingredient (by its association with the host 
brand) should improve the credibility of the host brand at 
least to "deliver" that particular ingredient. Third, because 
of its already strong association to the ingredient category, 
an ingredient cobrand should enhance the perceived fit for a 
brand expansion (Simonin and Ruth 1998). That is, the 
expansion (of host brand) into the ingredient category may 
not seem as much of a stretch by virtue of linking with a 
high-equity product (i.e., ingredient cobrand) of the expan- 
sion category. At least in these three ways, a host brand may 
be able to borrow some of the equity of the cobranded ingre- 
dient to improve expansion evaluations (Keller 1998). 

Research in psychology also supports these conclusions. 
Both information integration and expectancy value theory 
suggest that a more highly valued attribute leads to more 
favorable evaluations (Andersen 1981; Fishbein and Ajzen 
1975). Therefore, an ingredient attribute would be deemed 
more valuable with a cobrand than with a self-brand. 

The extent of these effects, however, may depend on the 
nature of the brand expansion. For several reasons, the advan- 
tages from affect transfer, greater credibility, and higher per- 
ceived fit should be more important with a new attribute 
expansion than with a slot-filler expansion. First, because new 
attribute expansions are more discrepant from the host brand 
schema than slot-filler expansions are—new attribute expan- 
sions introduce a distinct new attribute as opposed to a differ- 
ent level of an already existing attribute—fit between the host 
and ingredient categories should be comparatively poorer for 
new attribute expansions. Greater schema discrepancy will 
result in new attribute expansions being processed more 
deeply (Fiske and Pavelchak 1984; Sujan 1985), highlighting 
the need for expertise on part of the ingredient brand to “pull 
off" the expansion (Aaker and Keller 1990). Compared with 
a self-brand, the cobrand, because of its familiarity and high 
equity, is likely to be perceived as strongly linked to the ingre- 
dient category and thus in a better position to help the host 
brand overcome perceptions of poor fit. Second, greater dis- 
crepancy in new attribute expansions implies that the ingredi- 
ent product will play a much larger role in the host product 
category when new attribute expansions rather than slot-filler 
expansions are introduced (i.e., adding a new product func- 
tion versus modifying a current product function). This 
enhanced role will be better played by an ingredient cobrand 
because it not only is likely to be strongly linked to the ingre- 
dient category but also is a better exemplar (and better repre- 
sentative) of the ingredient category than a self-brand is. 
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On the basis of this and the previous reasoning, we for- 
mally offer the following hypotheses: 


H,: The evaluations of expansions with a cobranded ingredient 
will be more favorable than the evaluations of expansions 
with a self-branded ingredient. 

H>: The beneficial effect on evaluations of expansions with a 
cobranded versus a self-branded ingredient will be 
greater with new attribute expansions than with slot-filler 
expansions. 


Subsequent Brand Extension Effects 


Our other key research question involves whether the adop- 
tion of different types of ingredient branding strategies with 
a prior expansion differentially affects the subsequent cate- 
gory extendibility of host brands. We focus only on exten- 
sions that leverage the target cobranded or self-branded 
ingredient in some fashion. Although a host of bases of 
extension fit exists, marketers often leverage only one key 
attribute or benefit in extending into a new category. 

Similar to brand expansion evaluations, category exten- 
ston evaluations depend on host brand associations and per- 
ceived fit of the extension In the context of this study, how- 
ever, evaluation of a category extension will depend in part 
on how good a fit is perceived between the expanded or aug- 
mented host brand and the extension category. This assump- 
tion is based on Keller and Aaker’s (1992) findings that suc- 
cessfully introducing an intervening category extension, by 
broadening the meaning of the parent brand and thus 
enhancing perceptions of extension fit (and corporate credi- 
bility), facilitates the adoption of a subsequently introduced, 
related category extension (see also Dacin and Smith 1994; 
Dawar and Anderson 1994). In our study, two principles 
should guide the fit perceptions between the augmented host 
brand and the extension (see Figure 2). First, because the 
extension leverages the target attribute ingredient, the more 
the ingredient brand is seen as part of (versus separate from) 
the host brand, the greater presumably would be perceptions 
of extension fit, which would thus produce more favorable 
evaluations. That is, stronger linkage between the ingredient 
and host brands would make consumers regard the high fit 
between the ingredient brand and the extension category as 
that between the host brand and the extension product. Sec- 
ond, the more the ingredient brand ts perceived to have the 
credibility and expertise to make the extension product 
(Aaker and Keller 1990), the greater would be perceptions 
of extension fit. The rationale is that (1) the ingredient brand 
Is linked to the host brand in the expansion and (2) the host 
brand (through its linkage with the ingredient brand) will be 
perceived to have the ability to produce a good-quality 
extension product. 

The representation (e, how the ingredient brand is 
linked to the host brand) and processing differences (i.e., if 
the ingredient brand has the expertise to manufacture the 
extension) implied by the schema-plus-tag model (applica- 
ble for slot-filler expansions) and subtyping model (applica- 
ble for new attribute expansions) can be used to interpret the 
effects of subsequent category extension introductions (see 
Figure 2). According to the schema-plus-tag model, the dis- 
crepant ingredient brand in a slot-filler expansion will be 
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linked to the host brand as a distinct tag, but as noted previ- 
ously, this linkage may not be very strong. Furthermore, the 
expansion will be processed categorically. In contrast, 
according to the subtyping model, the extreme discrepancy 
in new attribute expansions is deeply processed, and the host 
and ingredient brands will be strongly linked to each other. 
The influences of these differences on category extension 
evaluations are discussed next. 


Slot-filler extensions. Because the slot-filler extensions 
are processed in a categorical (versus piecemeal) manner, 
the second principle influencing the perceptions of extension 
fit—whether the ingredient brand has the expertise to make 
the extension product—would be largely ignored. Therefore, 
the evaluations of category extensions would be based more 
on how the ingredient brand is linked to the host brand. 

In a slot-filler extension involving a cobrand (e.g., Tide 
hand soap with the scent of Irish Spring bath soap), the distinct 
tag of the ingredient cobrand to the host brand in the minds of 
consumers could result in their perceiving the host brand and 
the ingredient brand as two functionally separate organiza- 
tional units versus a single integrated host brand (Graesser, 
Gordon, and Sawyer 1979). Thus, instead of recognizing one 
fit between the augmented host brand and the extension cate- 
gory, the separateness of the ingredient cobrand tag (from the 
host brand) may prompt consumers to be more likely to assess 
and compare, in effect, two fits—the fit between the ingredi- 
ent cobrand and the extension category and the fit between the 
original host brand and the extension category. Because the 
extension category leveraged the ingredient attribute, con- 
sumers would presumably perceive the cobrand to have higher 
fit with the extension category compared with the fit for the 
original host brand. Consequently, the slot-filler extension of 
a host brand involving a cobrand would be expected to fare 
comparatively poorly—consumers would rather purchase an 
extension directly from the ingredient product. 

Even though the literature on ingredient branding has not 
specifically examined the issue of two versus one extension fit, 
prior research in branding has implied such a process. In par- 
ticular, Dacin and Smith (1994) have argued that when con- 
sumers evaluate the fit of an extension product introduced by a 
multiproducts parent brand, they could evaluate the fit of the 
extension with respect to either the combined abstract parent 
brand or any one or more of the individual products marketed 
under its name. Similarly, when an associated brand that has 
adopted a subbranding or an associative branding strategy 
(Levi’s Dockers or Courtyard by Marriott) extends into another 
category (e.g., Levi’s Dockers cologne), customers are likely 
to consider the fit between the extension product and each of 
the two brands when evaluating the extension (Keller and Sood 
1997; Park, McCarthy, and Milberg 1993). Finally, for the slot- 
filler (composite) category extensions they examined, Park, 
Jun, and Shocker (1996) strongly argue that to maximize trans- 
fer of relevant information from individual constituent brands 
to the extension product, the two brands must have a high 
degree of product-level fit with the extension product. 

Reverting to the hypothesis, in a slot-filler extension 
involving a self-brand (e.g., Tide hand soap with the scent of 
EverFresh bath soap), the self-brand is labeled as the host 
brand’s own brand, and its existence is not as independent as 
is that of a cobrand. Therefore, the self-brand would not be 


expected to have as distinct a tag designation as the cobrand. 
In other words, the ingredient self-brand and the host brand 
are likely to be perceived as less separate. As a result, con- 
sumers should be less likely to ascertain two competing fits 
when evaluating the self-branded slot-filler extensions— 
instead, the single fit of the modified host brand should be 
more salient. This realization, coupled with the extension 
category’s leveraging of the (self-branded) ingredient, sug- 
gests that fit perceptions of the modified host brand with the 
extension category would likely be high, resulting in more 
favorable evaluations of category extensions that involve 
prior self-brand versus cobrand ingredient expansions. 

The preceding postulation of less favorable evaluation of 
slot-filler extensions involving a stronger (co)brand versus a 
weaker (self-)brand, though based on theoretical arguments, 
may seem counterintuitive. However, prior research has 
revealed similar results. In particular, Broniarczyk and Alba 
(1994) show that category extensions of weaker versus 
stronger parent brands can be more favorably evaluated if they 
build on and enhance their strong brand-specific associations. 


New attribute extensions. Because the host and ingredi- 
ent (co- and self-) brands are more strongly and more inte- 
grally linked together in new attribute extensions, consumers 
are likely to engage in ascertaining only one fit between the 
composite host brand and the extension category. Therefore, 
the differential impact of the ingredient branding strategy on 
the evaluation of category extension would be exclusively 
influenced by the amount of processing of the extension. The 
piecemeal processing induced by a new attribute expansion, 
however, would be likely to expose the credibility-related 
deficiencies of the self-branded ingredient as part of a new 
attribute extension. In addition, a self-brand is likely to be 
perceived as possessing less favorable brand associations. In 
contrast, a cobranded ingredient should be viewed as a bet- 
ter and more representative exemplar of the ingredient cate- 
gory and have greater perceived familiarity, expertise, and 
equity. Moreover, consumers may regard the new attribute 
extension with an ingredient cobrand as a continuation of the 
partnership between the host brand and the cobrand. 


H3: Extension evaluations will be comparatively more favor- 
able for a cobranded than a self-branded ingredient for 
new attribute extenstons. In contrast, extension evaluations 
will be comparatively more favorable for a self-branded 
than a cobranded ingredient for slot-filler extensions. 


Methodology 


Overview 


In exchange for extra credit, 262 students from a large pub- 
lic university participated in a laboratory study that purport- 
edly designed to “explore students’ opinions about some 
current and new brands in the marketplace.” Specifically, 
students were told the following: 


Marketers often introduce new products in selected parts 
of the country before extending them nationally. This strat- 
egy helps marketers ascertain consumers’ reactions to 
those new products before any large resource commit- 
ments are made in promoting these products nationally. 
The questions that follow pertain to products that have 


been already introduced in other parts of the country. Thus, 
‘even if you have never heard of these products, please 
respond to questions about them using your judgment as a 
consumer. 


Subjects then evaluated three different brand expansions 
and subsequent extensions in turn, in which the expansions 
varied in terms of type and branding strategy, as described 
subsequently. To test the value of different ingredient brand- 
ing strategies, we chose extensions that were similar in fit to 
the ingredient brand that was the basis of the expansion. The 
remainder of this section summarizes the experimental pro- 
cedure, design, manipulations, and measures. 


Experimental Design 


The design involved a 2 (expansion type: slot-filler or new 
attribute) x 2 (ingredient branding strategy: self-branded or 
cobranded ingredient) x 3 (category replicate) x 3 (order) 
mixed factorial experiment. Expansion type, ingredient 
branding strategy, and order were between-subject factors; 
category replicate was a within-subject factor. The order of 
presentation of the three replicates was counterbalanced 
such that subjects saw them in one of the three (from possi- 
ble six) randomly determined sequences; information about 
the other three independent factors is provided subsequently. 


Manipulations 


We used real brands as experimental stimuli to enhance the 
external validity of the research. To develop the experimen- 
tal manipulations, we conducted four pretests to (1) select 
appropriate host and ingredient product categories and 
brands, (2) establish equivalence between cobrands and self- 
brands, (3) select appropriate extension categories, and (4) 
control for various covariates and possible confounds. Of 
the four pretests, we conducted three to select appropriate 
brand expansions, whereas the fourth helped us select 
appropriate category extensions. We first generated a total of 
26 possible expansions—13 new attributes and 13 slot 
fillers—each a combination of a host brand, an ingredient 
attribute, and an ingredient cobrand. The four pretests 
resulted in the selection of six expansions for the actual 
study, three each of slot-filler and new attribute types. The 
nine-point scales used to operationalize different constructs 
along with their Cronbach's os are listed in the Appendix. 


Pretest 1. The goal of Pretest 1 was to select expansions 
(1) with cobrands that were plausible, (2) for which the tar- 
get attribute ingredient was perceived important, (3) for 
which 50% or more subjects “transferred” the target 
attribute from the ingredient brand to the expansion, (4) that 
were perceived as either slot-filler or new attribute expan- 
sions,! (5) for which the attitudes of host and ingredient 





Y The importance of the ingredient attribute was used as a surro- 
gate measure for expansion type with the expectation that subjects 
would rate the new versus slot-filler ingredient attributes as less 
important. This assumption is based on the results of Murphy 
(1990), who shows that subjects elaborated on the new attribute 
expansions much more, because they are not easy to comprehend. 
Thus, subjects would take much longer to realize the full implica- 
tions of new versus slot-filler attribute ingredients in the host cate- 
gory. In addition, posttest results also support our mantpulation of 
expansion type 
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cobrands were high, and (6) for which familiarity of host 
and ingredient categories was high. Each of the 182 subjects 
who participated in this pretest rated two expansions, which 
resulted in an average of 14 subjects rating each of the 26 
initial expansions. S 

For variables related to each of these five criteria, we 
calculated simple means for each expansion and compared 
the differences between each pair of means using Tukey’s 
(and the Student NK) test that controlled for Type I 
experiment-wise error. We used the general guideline of per- 
formance at or above the midpoint on the scale of a control 
factor in the retention of expansions for further pretesting. 
Because we were trying to control for 14 different variables, 
however, in isolated circumstances (only twice across 14 
variables and four pretests), we chose to retain an expansion 
even if it did not satisfy the guideline on a variable, because 
the expansion fared well on the remaining 13 variables. 

The results of Pretest 1 led to the selection of 12 expan- 
sions that fared well on each of the following criteria: 
expansion plausibility (grand mean of the selected 12 expan- 
sions was M = 6.84), transfer of ingredient attribute to the 
host brand (M = 10/14), attitude toward the host brand (M = 
7.51), attitude toward the ingredient cobrand (M = 6.87), 
host category familiarity (M = 6.39), and ingredient cate- 
gory familiarity (M = 5.85). Furthermore, as expected (see 
n. 1), importance of the ingredient attribute was found to be 
lower for new attribute than for slot-filler expansions (M = 
4.26 versus 6.65). 


Pretest 2. Next, for the 12 expansions that were selected 
from Pretest 1, it was important to check whether subjects 
liked the candidate names for the ingredient self-brands and 
whether they would perceive the concepts of the cobrand 
and self-brand to be similar. Controlling for these two fac- 
tors would ensure that the differential evaluations of the 
expansions (and extensions) involving cobranded and self- 
branded ingredients (H,—H3) could not be attributed to the 
extraneous factors of disliking the self-brand names and per- 
ceiving dissimilarity in the concepts of the two ingredient 
brands. In Pretest 2, each of the 85 subjects who participated 
responded to two expansions (n = 13-15 subjects per expan- 
ston). Subjects first provided a thought listing prompted by 
the ingredient brand names. For example, one set of subjects 
was told, *A leading marketing company in the country is 
considering using the brand name EverFresh for its new bath 
soap. What does the name suggest to you? Please list below 
all associations that come to your mind when you think of 
EverFresh bath soap." Next, subjects expressed their opinion 
about the new brand name. Subjects then expressed their 
attitude toward the cobrand and listed whatever associations 
came to their mind when they thought about the cobrand 
(e.g., Irish Spring). Finally, subjects compared the two brand 
names. They were told that even though they may not be 
aware of the specific properties of the self-brand, they may 
be able to imagine what type of product it might be from its 
name. 

The results of analyses similar to the ones reported for 
Pretest 1 led us to drop four more expansions because either 
their self-brand names were not liked or the equivalence 
between the two brand concepts was poor. The remaining 
eight expansions performed satisfactorily on both these cri- 
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teria (M = 5.99 and 6.20, respectively). Furthermore, the 
four most often mentioned attributes of the cobrands were 
selected to describe both the cobrands and their correspond- 
ing self-brands in the main study. Providing subjects the 
same relevant information about the ingredient product 
helped create further equivalence between the two ingredi- 
ent brand types in the main study. 


Pretest 3. In Pretest 3, 56 subjects each rated two 
expansions (n = 13-15 subjects per expansion) to help con- 
trol for three variables: (1) the strength of association 
between the ingredient attribute and the ingredient cobrand, 
(2) the plausibility of the ingredient attribute in the host 
brand category, and (3) attitude toward the ingredient cate- 
gory. Controlling for the first factor helped ensure that sub- 
jects perceived the ingredient brand to “own” the ingredient 
attribute, and controlling for the latter two factors helped 
ensure that the ingredient made sense and was worthwhile 
to the host brand. Analysis of the data resulted in the drop- 
ping of two expansions that did not perform well (less than 
the midpoint of the scale) on one or more of the three con- 
trol factors. The grand means of the six retained expansions 
on the three control factors are 6.82, 6.29, and 6.93, 
respectively. 

Pretest 4. Finally, 42 subjects participated in Pretest 4 
to select extension categories for the six expansions (n — 
14). One of the key research objectives of this study was to 
explore whether the host brand, after the incorporation of 
the ingredient attribute (1.e., post-expansion), could extend 
into categories into which it would have had difficulty 
extending directly on its own (i.e., pre-expansion). Accord- 
ingly, it was necessary to select extension categories such 
that pre-expansion extensions of the host brand were rated 
low in fit and those of the ingredient cobrands were rated 
high in fit. The latter criterion was required because, as 
stated previously, the extension categories were intended to 
leverage the ingredient. Each subject rated eight extensions 
(two each for two different expansions and, within the same 
expansion, one for the host brand and one for the ingredi- 
ent cobrand). For each expansion, subjects first rated the 
two extensions of the host brand and then the two exten- 
sions of the ingredient cobrand. Analysis of the data 
revealed that there was at least one extension (for each of 
the six expansions) that met the criteria. For the six expan- 
sions that were retained, the grand mean for the extension 
fit of the host brand was 4.20 and that for the ingredient 
cobrand was 6.88. 


Final decisions. Given the high number of variables (14) 
that we needed to control for, it was difficult to find the same 
set of host brands for both new attribute and slot-filler 
expansions. Consequently, different sets of host brands were 
used for the two types of expansions. Nevertheless, category 
familiarity and attitudes for the two sets of host brands were 
similarly favorable, which aided comparability. Further- 
more, despite the high number of control variables, the 
pretest results were extremely positive.? Specifically, of the 
28 possible cases in which the means of the replicates could 





2Information about the pretest means of the 14 control variables 
for the six selected brands 1s available from the first author 


have differed (14 control factors x 2 expansion types), there 
were only 9 cases in which they differed. Furthermore, in 8 
of those 9 cases, the means for the three replicates were 
either all above or all below the midpoint on the scale.3 
Moreover, of all cases of mean differences across replicates, 
familiarity with ingredient category was the only variable 
whose mean varied across both slot-filler and new expansion 
replicates (though all were above the midpoint). Therefore, 
it was used as a covariate. This discussion suggests that 
appropriate brand expansions and category extensions were 
selected for both sets of replicates (for a summary of manip- 
ulations and stimuli, see Table 1). 


Procedure 


After receiving the cover story, subjects first provided atti- 
tude measures for host brands in each of the three product 
categories. Next, subjects received the product set informa- 
tion for the first host brand. Specifically, subjects were told 
that in selected parts of the country, the host brand was 
available with the ingredient brand included. A one-sentence 
description of the ingredient brand followed (see Table 1). 
This description, containing the four most often mentioned 
attributes of the cobrand (from Pretest 2), ensured that sub- 
jects knew something about the self-brand (compared with 
the corresponding well-known cobrand). After evaluating 
the brand expansion, subjects were told that in the parts of 
the country where the host brand was already available with 
the ingredient brand, the manufacturer was considering 
introducing a new product using the host brand name. Sub- 
jects were then given the category extension description in 
terms of host brand name and relevant ingredient brand 
name and were asked to evaluate it on the basis of various 
measures. 

Subjects proceeded to the second and third product 
sets and completed the same questions in the same order. 
After completing all three product sets, subjects provided 
some background measures for all product sets simultane- 
ously and provided covariate information. A similar pro- 
cedure was followed for control cells (discussed 
subsequently). 


Measures 


Subjects first provided their overall brand attitudes for each 
of the three host brands (“bad”/“‘good,” "dislike"/"like," 
*appealing"/"unappealing"). Next, subjects provided the 
following measures for each expansion/extension product 
set, completing all the questions for a product set before 
proceeding to answer all the questions for the next product 
set: 

1. Overall attitude toward the brand expansion (“bad’/“good,” 

"dislike"/"like," "unappealing"/"appealing"). 


3The one exception was the low attitude toward the ingredient 
cobrand for the Godiva expansion. Subjects seem not to like the 
Slim-Fast brand, though their attitude toward the corresponding 
ingredient category was high As it turned out, this issue was not a 
problem because in the main study it did not result in any variation 
between Godiva and the other two new attribute replicates on either 
expansion evaluation (p > .22) or extension evaluation (p > .18)— 
the two dependent variables of the study. 


2. Written retrospective thought protocol of expansion atti- 
tude rating. 

. Beliefs about the target attribute ingredient and the four 
other filler attributes for the expansion, in terms of the lıke- 
lihood that they would provide corresponding benefits 
("strongly disagree"/"strongly agree"). The belief state- 
ments were generated on the basis of the rationale that 
these attributes would be likely to be important criteria in 
making a choice in those categories. 

4.Perceived fit of the brand extension ("not at all 

logical”/“‘logical,” “not at all appropnate"/"appropriate"). 
5.Overall attitude toward the category extension 
("bad"/'good;" “dislike”/“‘like,” "unappealing"/"appealing"). 

6. Written retrospective thought protocol of the extension 

attitude rating. 

7. Similar to Question 3, beliefs about the target attribute 
ingredient and the four other filler attributes for the 
extension. 

. Transferability of expertise for the host brand making the 
extension product "Would the people, facilities, and 
skills used in making [host brand] be helpful in making an 
[extension  product]?" ("not at all helpful’/‘very 
helpful"). 

9. Similar to Question 8, transferability of expertise for the 
host brand making the ingredient product. 

10. Attitude toward the ingredient brand ("bad"/"good," 

*dislike"/"like," "unappealing"/"appealing"). 


w 


oo 


Expansions were described as, for example, “Tide laundry 
detergent with Irish Spring scented bath soap as an ingredient" 
(cobrand) or “Tide laundry detergent with its own EverFresh 
scented bath soap as an ingredient" (self-brand). Similarly, 
extensions were described as “Tide hand soap with the scent of 
Irish Spring bath soap" (cobrand) or “Tide hand soap with the 
scent of its own EverFresh bath soap" (self-brand). The word 
“own” was used in self-brand descriptions to convey clearly to 
subjects that self-brands were manufactured by the companies 
marketing the host brands and to ensure that consumers did not 
infer poor quality on seeing unfamiliar brand names. 

All scaled measures were on nine-point scales. Overall 
scale reliability (for scales with more than two items) 
exceeded satisfactory coefficient alpha norms (.7). Protocol 
questions included the following instructions: “Please list 
below all product-related thoughts that occurred to you 
when you were evaluating [brand]. What positive and/or 
negative aspects of this product did you think about? Please 
write each separate product-related thought on a different 
line." Eight numbered blank lines then followed. For expan- 
sions, responses were coded into positive or negative 
thoughts about the (1) ingredient brand, (2) host brand, or 
(3) expansion itself. For extensions, responses were coded 
into positive and negative thoughts about the (1) host brand, 
(2) extension fit, or (3) extension evaluation. 

After subjects responded to this set of questions for each 
expansion/extension scenario in turn, a final section of ques- 
tions (identical to those asked in the pretests) collected key 
background measures (same as pretest questions). Subjects 
first responded to questions pertaining to the importance of 
the target attribute ingredient in the expansion and then rated 
the plausibility of the target attribute ingredient in the host 
product category and the strength of association between the 
target attribute ingredient and the ingredient brand. This was 
followed by a rating (1f applicable) of the liking of the self- 
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brand name as well as familiarity with the three ingredient 
product categories.4 

Because the hypotheses were framed in terms of brand 
evaluations, the dependent measures were overall attitude 
toward the expansion (for H, and H,) and the extension (for 
H3). Supporting variables included target attribute ingredi- 
ent beliefs for the expansion and extension, perceived fit of 
the extension, and other measures that were designed to tap 
various perceptual measures (e.g., transferability of exper- 
tise, plausibility of ingredient) that might provide structured 
insights into the process that led to these consumer evalua- 
tions. The protocols were designed to provide unstructured 
process insights into how consumers evaluated expansions 
and extensions. 


Control Cells 


In addition, to provide greater interpretation of the experi- 
mental cells, there were two sets of control cells, as follows: 


1. The first set of control conditions contained four cells that 
involved the same ingredient-related expansions, but the 
extension description did not include the ingredient brand 
from the prior expansion (e.g., Tide’s scented hand soap). 
The extension was descnbed only as including the target 
attribute ingredient. When compared with the experimental 
cells, these control groups provide insight into the effects of 
withdrawing a previously introduced branded ingredient on 
evaluations of ingredient-related extensions. 

2. The second set of control conditions contained two control 
cells that involved the slot-filler-based and new attribute- 
based extensions but without any prior expansion or men- 
tion of any ingredient brand (e.g., Tide hand soap). When 
compared with the experimental cells, these control groups 
provide insight into the advantages of fully leveraging an 
ingredient brand through expansion and as part of an 
extension. 


In other words, the first set of control cells examines a pos- 
sible downside of ingredient branding, whereas the second 
set of control cells assesses a possible upside of ingredient 
branding. 


Results 


Manipulation Checks 


Table 2 lists the F-statistics and significance levels of all the 
effects for dependent and supporting measures. Table 3 con- 
tains least square cell means of these measures, and Table 4 
contains the verbal protocol results for brand expansions. 





4Regarding the validity of the 11 different measures reported in 
Table 2, the following 10 used items similar to those used in prior 
research, and thus they did not need to be validated: (1—3) expan- 
sion attitude, extension attitude, and ingredient brand attitudes 
(e.g., Simonin and Ruth 1998); (4—5) attribute belief measures 
(e.g., Loken and Roedder John 1993); (6) extension fit (Keller and 
Aaker 1992); (7) importance of the ingredient attribute (Sujan and 
Bettman 1989); (8-9) TRANSFER (Aaker and Keller 1990); and 
(10) strength of association of the ingredient attribute to the ingre- 
dient cobrand (based on the speed and ease of accessibility of atti- 
tude as a measure of attitude strength; Fazio et al. 1982). The only 
measure that needed validation is the plausibility of the ingredient 
attribute in the host category. The results of a posttest (see the 
“Method” section) confirmed the validity of this measure. 


Verbal protocols were coded by two independent student 
Judges, one a doctoral student and the other an MBA stu- 
dent. Both were blind to the study hypotheses, and they 
agreed 92.7% of the time. Differences between them weré 
resolved through discussions. Thus, all thoughts verbalized 
by subjects were used in the study. 

Several analyses were conducted first to support the 
integrity of the experimental stimuli, manipulations, and 
procedure.5 First, subjects reported that they were familiar 
with the ingredient product categories that made up the 
expansion (M = 6.08).6 Experimental subjects also reported 
that they liked both the slot-filler and the new attribute self- 
brand names equally (M = 6.10). In terms of the manipula- 
tion of ingredient branding strategy, the ingredient was liked 
better (F(1, 131) = 9.3, p < .01) if it was a cobrand (M = 
6.73) than if it was a self-brand (M = 5.99). In addition, 
because the ingredient cobrand was more familiar than the 
ingredient self-brand, the target attribute ingredient, as 
expected, was more strongly associated (F(1, 131) = 14.7, 
p < .0002) with the former (C = 7.16, S = 6.10; t = 5.1, p < 
.001). These results are consistent with the inherent 
strengths of cobrands (versus self-brands) that were the 
basis, in part, of the hypothesis development. 

In terms of the manipulation of expansion type, as was 
the case in the pretest, the target attribute was rated much 
more important (F(1, 131) = 143.5, p < .001) for a slot-filler 
expansion (M = 7.48) than for a new attribute expansion 
(M = 4.50). Similarly, slot-filler expansions (SF) were more 
favorably evaluated than new attribute expansions (NÀ) in 
terms of overall attitudes (SF = 7.20 versus NA = 6.27; 
F(1, 131) = 22.6, p < .001). Furthermore, the target attribute 
was perceived as more strongly associated with the host 
brand for a slot-filler expansion than for a new attribute 
expansion (SF = 7.15 versus NA = 5.74; F(1, 131) = 404, 
p < .001), probably because the host category in slot-filler 





5Although we did not directly check whether subjects correctly 
identified the host brand in the expansion as the “head noun" and 
the ingredient product as the “modifier,” several factors strongly 
suggest that to be the case. First, every subject's verbal protocol for 
brand expansions predominantly described the changes in the host 
brand brought about by the ingredient brand and very few thoughts 
about the ingredient brand. Not a single subject described the 
expansion as the ingredient product modified by the host brand 
Second, not a single subject expressed surprise (or inability) at 
being asked to evaluate the modified host brand and rate it on a 
couple of attributes (including the target attribute ingredient) after 
being exposed to the brand expansion label. Finally, the labels of 
all expansions and extensions used in the current study clearly 
mentioned the host brand first, followed by the connector “with,” 
the ingredient brand, and the ingredient attribute (e.g., Tide laun- 
dry detergent with Irish Spring scented bath soap as an ingredient). 
The labels clearly suggest that it is the host brand that is being 
modified by the ingredient brand, and not the other way around. A 
similar connector, "by," was used by Park, Jun, and Shocker (1996) 
in their research (e.g., Slim-Fast cake mix by Godiva), and respon- 
dents in that study perceived the product as a Slim-Fast product 
modified by Godiva. 

The reported familiarity with the ingredient product categories 
is higher in the cobrand than in the self-brand condition. Subjects' 
more (less) familianty with the cobrand (self-brand) presumably 
resulted 1n their feeling more (less) familiar with the ingredient 
categories. 
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TABLE 3 


Least Square Means of Dependent and Supporting Measures: Treatment Cells 


Slot-Filler Expansion 





Dependent and Supporting Measures Cobrand Self-Brand Cobrand Self-Brand 
Expansion attitude 7.43 6.97 6.53 6.00 
Expansion attribute beliefs 7.57 6.73 6.10 5.38 
Extension attitude 5.32 6.01 6.14 . 5.27 
Extension fit 5.22 6.00 6.35 5.19 
Extension attribute beliefs 6.86 6.22 5.95 5.25 
Ingredient brand attitude 7.44 6.26 6.03 5.72 
Target attribute importance 7.62 7.34 4.70 4.30 
Association of target attribute and ingredient brand 7.33 6.08 6.99 6.12 
Plausibility of target attribute in host category 6.36 7.08 6.08 5.30 
Transferability of skills to extension product 5.48 5.76 5.51 5.14 
Transferability of skills to ingredient product 5.27 5.85 5.22 5.48 
Familiarity with ingredient category 6.80 5.72 6.34. 5.47 


Fairy U 55 C 9 O f —MMM—M—————————— 


aFigures for this variable refer to cell means. 


expansions is already characterized by the ingredient 
attribute, whereas the ingredient attribute must be 
“imported” from the ingredient category for new attribute 
expansions. Finally, the proportion of negative expansion fit 
thoughts (e.g., “the two products should not be mixed”) to 
total expansion thoughts was much greater for new attribute 
than for slot-filler expansions (49/405 = .12 versus 8/415 = 
02, respectively). Similarly, the proportion of (all) negative 
thoughts to total expansion thoughts was much greater for 
new attribute than for slot-filler expansions (180/405 = .44 
versus 58/415 = .14, respectively). Thus, subjects drew dis- 
tinctions, as intended, between slot-filler and new attribute 
expansions and perceived the latter in some sense as more of 
a stretch or as incongruent.” 

Finally, analysis also revealed that the covariate did not 
interact with the independent variables for the dependent 
measures of expansion and extension attitudes (p > .40). 
Thus, the covariate satisfied the assumption of homogeneity 
of regression. The next section presents the results of a 
posttest that was conducted to confirm some of the assump- 
tions of schema-plus-tag and subtyping models. 


Posttest 


A posttest was conducted among 62 students to examine (1) 
if the slot-filler (new attribute) expansions were perceived as 
differentiated (subtyped) products, (2) if the ingredient self- 
brand (and cobrand) was perceived to have the expertise to 
manufacture the extension product, (3) if the ingredient 
brand was tagged to (or integrated with) the host product, 
and (4) if the one-item measure of the plausibility of the 
ingredient attribute in the host category variable was valid. 
The survey employed four different forms corresponding to 
the two expansion types and two types of ingredient brands. 
Each form, rated by 14—16 subjects, asked questions about 
the corresponding three replicates used in the final study. 
The scale items used to operationalize different constructs 


eg 


7The means reported for various manipulation checks were gen- 
erally consistent across replicates. Information about these repli- 
cate means is available from the first author. 





New Attribute Expansion 


along with their reliability information are listed in the 
Appendix. 

Subjects were informed about the first expansion (in an 
identical way as in the main study) and were asked to list the 
ways in which the host brand would be different. Next, 
using two items, subjects rated how different the host brand 
would be as a result of the different changes they listed. Sub- 
jects then rated how different the expansion was in compar- 
ison with the other brands in the category. For this purpose, 
the four-item scale employed by Sujan and Bettman (1989) 
was modified to account for the low involvement and rela- 
tive absence of deep category structures for packaged versus 
nonpackaged products (e.g., laundry detergent versus cam- 
eras). This set of items was intended to measure the degree 
of incongruity of the host brand with respect to host product 
schema. The next set of items indirectly attempted to mea- 
sure whether the ingredient brand was tagged (versus inte- 
grated) to the host brand. Subjects were asked to what extent 
they agreed with the likely better performance of the expan- 
sion on five features and to which of the three products (the 
host brand, the ingredient brand, and the composite product 
of host and ingredient brands) they would attribute that per- 
formance. Of the five, two features were of a general nature 
(e.g., overall good quality), performance on which could be 
attributed to any of the three products. Attributing it more to 
the host brand (composite product) would imply tagging 
(integration). Next, items relevant to establishing convergent 
and discriminant validity of the plausibility of the ingredient 
attribute in the host category scale were asked. The previous 
set of questions was then repeated for the other two expan- 
sions. Next, subjects were informed about the category 
extensions of (modified) host brands and were asked to pro- 
vide evaluations of them. Finally, they were asked if they 
believed that the host brand had the expertise to manufacture 
the extension product. 

Unless otherwise stated, we analyzed the data using 2 
(expansion type) x 2 (ingredient brand) x 3 (replicates) 
analyses of variance (ANOVAs). The results of the analyses 

r revealed that host brands were perceived to have undergone 
a greater modification as a result of the ingredient product 
(F(1, 60) = 9.01, p < .004) in new attribute than in slot-filler 
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expansions (M = 6.08 versus 5.10). Ratings on the modified 
differentiation versus subtyping scale were also consistent 
with the previous result. Specifically, the ingredient attribute 
was perceived to characterize the host category to a lesser 
extent in new attribute than in slot-filler expansions 
(F(1, 60) = 32.40, p < .0001; M = 3.82 versus 5.85). Fur- 
thermore, on the ingredient attribute, both new attribute and 
slot-filler expansions were perceived to be different from 
other brands in the host category, but the new expansions 
were perceived to be more different (F(1, 60) = 4.75, p < .03; 
M = 5.98 versus 5.32). Similarly, even on other (than the 
ingredient) attributes, subjects perceived the new attribute 
expansions to be less similar than the slot-filler expansions 
to other brands in the host category (F(1, 60) = 14.76, p < 
.0003; M = 4.65 versus 5.87) and perceived the modified 
host brand to be very different from other brands in the host 
category for new attribute versus slot-filler expansions 
(F(1, 60) = 25.13, p < .0001; M = 6.10 versus 4.48). 

These results are comparable to those obtained by Sujan 
and Bettman (1989). Thus, it is safe to conclude that slot- 
filler (new attribute) expansions were perceived to be differ- 
entiated (subtyped) products. Furthermore, analysis regard- 
ing the perceived expertise of the ingredient brand to 
manufacture the extension product revealed an insignificant 
expansion type x ingredient branding interaction effect 
(F(1, 58) < 1, n.s.). As argued in Hs, cobrands were per- 
ceived to have greater expertise than self-brands for manu- 
facturing the extension product for new expansions (t = 
1.87, p < .06; M = 6.33 versus 5.38), whereas self- and 
cobrands were perceived to have equal expertise to manu- 
facture the extension product for slot-filler expansions (t — 
1.33, p > .19; M = 6.24 versus 6.90). The latter, though not 
argued in H4— because the role of the ingredient brand in 
making the extension product would be ignored for slot- 
filler extensions—is as expected because slot-filler exten- 
sions are more similar than new attribute extensions to the 
host product category. Thus, an important assumption 
underlying H3 was confirmed. 

A chi-square analysis was conducted to examine the 
issue of tagging versus integration of the ingredient brand 
with the host brand. Subjects' attribution of the performance 
of the expansion on two general attributes (good value for 
money and overall good quality) was contrasted between new 
attribute and slot-filler expansions. The chi-square statistic 
was significant Des 22.59, p < .0001), and as expected, the 
results showed that the attribution of performance to the host 
brand was greater in slot-filler than in new attribute expan- 
sions (36% versus 15.5%), whereas attribution to the com- 
posite product was greater in new attribute than in slot-filler 
expansions (76% versus 60.7%). Thus, there is some support 
for the greater integration of the ingredient brand with the 
host brand in new attribute than in slot-filler expansions. In 
summary, the key assumptions of the two models were ade- 
quately supported in the context of this study. 

Finally, the one-item plausibility of the ingredient 
attribute in the host category scale was a valid measure of 
the variable (see the Appendix for the scale item). Conver- 
gent validity of the measure was established by positive cor- 
relation between the scale item and two other items (r = .47 
and .75, p < .01 and .0001, respectively) with which it was 
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expected to be positively related. Similarly, discriminant 
validity of the item was established by showing no relation- 
ship (r = —.10 and .27, p > .76 and .25, respectively) between 
the item and two other items with which it was supposed to 
have no relationships. 


Brand Expansion Findings 


H, and H asserted that a cobranded ingredient would lead 
to more favorable brand expansion evaluations than a self- 
branded ingredient would, but that this advantage would be 
comparatively greater for a new attribute expansion than a 
slot-filler expansion. Tests of H, and H> were based on 
analysis of expansion attitudes. À 2 (expansion type) x 2 
(type of ingredient brand) x 3 (order) x 3 (category repli- 
cate) mixed analysis of covariance (ANCOVA) analysis was 
conducted with ingredient category familiarity as a covari- 
ate.8 The only within-subjects factor was the category repli- 
cate, and special error terms were constructed to calculate 
the significance of various effects (Keppel 1973). 

Moreover, for the two dependent variables of this 
research—expansion and extension attitudes—the replicate 
category factor did not interact with either of the two key 
independent variables, expansion type and ingredient brand- 
ing (see Table 2). Therefore, we averaged the mean scores of 
the replicates. For consistency and ease of interpretation, we 
also averaged the results of supporting variables. Finally, 
although there are significant higher-level effects present, 
the nature of these effects does not compromise the reported 
lower-level effects. Therefore, we do not report the signifi- 
cant higher-level effects in our interpretation of the results of 
the study. 

The ANCOVA analysis of overall expansion attitudes 
revealed a significant main effect (F(1, 131) = 5.2, p < .02) 
of ingredient branding strategy, consistent with Hj, but no 
significant interaction effect of ingredient branding strategy 
and expansion type (F < 1), failing to support H3. The results 
of simple main effects of ingredient branding indicated that 
overall expansion attitudes were more favorable with a 
cobranded (C) than a self-branded (S) ingredient for both 
slot-filler expansions (C = 7.43, S = 6.97; t = 1.9, p < .05) 
and new attribute expansions (C = 6.53, S = 6.00; t= 2.3, p< 
.02). Relatedly, beliefs toward the target attribute ingredient 
were also significantly more favorable (F(1, 131) = 11.5, p < 
.001) with a cobranded ingredient than with a self-branded 
ingredient for both slot-filler expansions (C = 7.57, S = 6.73; 
t—4.0, p < .001) and new attribute expansions (C = 6.10, S = 
5.38; t = 3.6, p < .001). Finally, similar to expansion attitude, 
the interaction of ingredient branding strategy and expan- 
sion type was also not significant for target attribute ingre- 
dient beliefs. 

Thus, Hj; is supported, but H; is not. Two sets of supple- 
mentary analyses provide additional insight into these 
results. First, as noted previously, the ingredient brand was 
evaluated more favorably when identified as a cobrand 
rather than as a self-brand. Second, the target attribute ingre- 


8Note that analysis of the brand expansion hypotheses used the 
four experimental cells as well as the first set of four control cells 
because the experimental methodology for the eight cells was iden- 
tical through the dependent measures of expansion evaluations 


dient was perceived as more strongly associated (F(t, 131) = 
14.7, p < .0002) with the cobranded than the self-branded 
ingredient for both slot-filler expansions (C = 7.33, S = 6.08: 
t=5.8, p < .001) and new attribute expansions (C = 6.99, S = 
6.12; t 2 4.1, p « .001). Combined, these findings suggest 
that the self-brand did not as strongly or positively evoke the 
target attribute as the cobrand, even if a slot-filler expansion 
was involved. Consequently, its contribution to expansion 
evaluations was weaker regardless of the type of expansion 
involved, though this effect was not even weaker for new 
attribute expansions; the results thus fail to support Hy. 

As further evidence of the relative success of a 
cobranded expansion versus a self-branded expansion, the 
coded protocols indicated that subjects in the cobranded 
conditions expressed relatively more total positive thoughts 
(P) than did those in the self-branded conditions for both the 
slot-filler expansions (C = 215, S = 142) and the new 
attribute expansions (C = 143, S = 81). 


Subsequently Introduced Brand Extension 
Findings 


In general, evaluations of extensions were substantially 
lower than evaluations of expansions, reinforcing the notion 
that extensions 1nvolved more of a stretch than did expan- 
sions.? Nevertheless, the results reveal an improvement in 
the post-expansion fit of these extensions of the host brand 
(M = 5.69) in comparison with their pre-expansion fits (M = 
4.20) from the pretest, which suggests that host brands were 
able to leverage the ingredients to extend into the categories 
into which they would have found it difficult to extend on 
their own. 

Tests of H4 were based on ANCOVA analyses (similar to 
those of H, and H5) of extension attitudes as well as per- 
ceived extension fit and ingredient attribute beliefs. Unlike 
expansion attitudes, however, the anticipated interaction 
between ingredient branding strategy and expansion type on 
extension attitudes did emerge, supporting H3, as follows. 


Slot-filler-based extensions. As posited, overall attitudes 
toward slot-filler-based extensions were moderately more 
favorable after a self-branded expansion than after a 
cobranded expansion (S = 6.01, C = 5.32; t = 1.8, p < .07). 
Moreover, consistent with the theoretical rationale from the 
schema-plus-tag model, perceptions of overall extension fit 
were significantly greater after a self-branded expansion 
than a cobranded expansion (S = 6.00, C = 5.22; t= 2.], p < 
.04). In contrast, beliefs toward the target attribute ingredi- 
ent were still significantly greater for a cobranded extension 
than a self-branded extension (C = 6.86, S = 6.22; t = 2.3, 





?The expansions of Gillette and Kellogg's Rice Krispies seem to 
be available in few markets around the country. However, this did 
not seem to influence the results for two dependent variables of 
expansion attitude and extension attitude We examined the pair- 
wise means for each of these two replicates with their other two 
corresponding replicates (e.g., expansion of Gillette with Tide and 
Kellogg's frozen fruit expansions) and conducted this exercise for 
both ingredient self- and cobrands separately (i.e., 2 [replicates] x 
2 [ingredient brands] x 2 [expansion type]). The results for exten- 
sion attitude revealed that only one of eight possible comparisons 
was significantly different, whereas for expansion attitude, none of 
the eight comparisons was significantly different 


p < .02). The latter finding may reflect the inherent strength 
and association of the ingredient cobrand to the ingredient 
attribute. 

Therefore, even though consumers viewed the ingredient 
attribute more favorably when it was cobranded, extension 
evaluations were lower after a cobranded expansion because 
subjects appeared to view the extension as fitting less well 
and thus as less appropriate. The coded extension protocols 
provide further evidence, consistent with this explanation (see 
Table 5). Subjects were much more likely to report negative 
extension fit thoughts such as “Tide is not a soap,” “Gillette 
should stick to shaving,” and “Kellogg’s should make cereal” 
after a cobranded than after a self-branded expansion (C = 26, 
S = 6). Thus, as posited, the weak linkage of the ingredient 
cobrand to the host brand is likely to have prompted subjects, 
when evaluating the category extension, to be sensitive to the 
fit of the ingredient brand and extension categories as well as 
to that of host brand and extension categories. 

In contrast, it 1s likely to have been easier for subjects to 
imagine after a self-branded expansion that the host brand 
would be able to leverage this ingredient and extend into a 
new category, because not only was the self-brand labeled as 
the host brand's “own” but also the self-brand did not have a 
prior independent identity, as was the case with the cobrand. 
Consistent with this reasoning, subjects believed that the 
plausibility of the target attribute ingredient In the host prod- 
uct Oe, the extent to which incorporating the ingredient in 
any host category brand made sense) was higher after a self- 
branded than after a cobranded expansion (S = 7.08, C = 
6.36; t = 2.19, p < .03). Furthermore, subjects believed that 
the host brand was better able to manufacture the ingredient 
product (marginally) after a self-branded than after a 
cobranded expansion (S = 5.85, C = 5.27; t = 1.6, p<.11). 

New attribute-based extensions. With new attribute 
extensions, however, extension attitudes were more favorable 
after a cobranded than after a self-branded expansion strategy 
(C=6.14, S = 5.27; t = 22, p < .03). Moreover, in this case, 
overall extension fit ratings were higher (C = 6.35, S = 5.19; 
t = 3.0, p < .003) and beliefs regarding the target attribute 
ingredient were more favorable for a cobranded than for a 
self-branded extension (C = 5.95, S = 5.25; t= 2.4, p < .02). 

Thus, as posited, because a new attribute expansion 
involved more of a stretch for the host brand, a cobranded 
ingredient was more beneficial than a self-branded ingredient 
not only for the expansion but also for subsequent extensions. 
The host brand appeared to lack credibility to introduce a 
more distinct expansion and subsequent extension by virtue 
of only having self-branded the ingredient. In other words, on 
deeper processing, subjects in this case may have believed 
that the expansion was really not possible without the help of 
another brand and consequently an ingredient-related exten- 
sion might also need the same cobranded ingredient. 

Consistent with this reasoning, subjects were less likely 
to associate the target attribute ingredient with a self-brand 
than with a cobrand (C = 6.99, S = 6.12; t= 4.1, p < .001), 
which suggests that the self-brand did not as strongly evoke 
the target attribute. Relatedly, subjects believed that the 
plausibility of the target attribute ingredient in the host prod- 
uct was significantly lower after a self-branded than after a 
cobranded expansion (C = 6.08, S = 5.30; t = 2.3, p < .02). 
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Control Group Comparisons 


Tests of our research hypotheses provide strong supporting 
evidence as to the advantages and disadvantages of 
cobranded and self-branded ingredients. Comparing the 
experimental cells with the control cells helps address two 
relevant questions that provide further insight into the 
effects of alternative ingredient branding strategies. Table 6 
contains the least square means of the control cells. 

What happens if, after the prior expansion, the host 
brand is unable or unwilling to use the ingredient brand in 
a related extension? Answering this question required us to 
compare the responses of two different sets of subjects: the 
experimental cells subjects, who rated brand expansion and 
category. extension (both included a reference to the ingre- 
dient brand), and control cells subjects, who rated brand 
expansion and category extension (but only the former 
included a reference to the ingredient brand). The difference 
in the extension evaluations and fit ratings between these 
two groups will provide insights into whether withdrawing 
the ingredient brand helps or hurts the extensions. We used 
a 2 (expansion type) x 2 (ingredient branding) x 2 (exten- 
sion description: ingredient brand present versus absent) x 3 
(order) x 3 (replicate category) mixed ANCOVA design to 
analyze the data. Except for replicate category, all variables 
were between-subjects factors. Furthermore, we used spe- 
cial error terms to ascertain the significance of different 
effects. As before, the results depended on the type of 
expansion and the ingredient branding strategy adopted. 

For slot fillers, extension ratings were significantly 
lower after a cobranded expansion when the cobrand was 
not present (NC) than when it was present (C) for extension 
attitudes (C = 5.33, NC = 4.60; t = 2.0, p < .05) and target 
attribute beliefs (C = 6.81, NC = 5.53; t = 42, p < .001),- 
though not for perceived fit (C = 5.21, NC = 4.78; t= 1.2, 
p > .20). Thus, although the cobrand created much more 
favorable expansion evaluations, its effects were not endur- 
ing and disappeared when it was not present. Withdrawal of 
the cobrand could have been perceived as a diminishment in 
the value of the host brand due to the loss of equity of the 
cobrand. Moreover, the prior appearance of the cobrand as 
part of the brand expansion could have resulted in its still 
being salient in subjects’ minds even though it was not part 
of the new extension. This salience could have reinforced 
the logic of extending the cobrand into the extension cate- 
gory as opposed to extending the host brand. 


Extension evaluations were not different (p > .15), how- 
ever, after a self-branded expansion when the self-brand was 
not present versus when it was present for extension atti- 
tudes, perceived fit, and target attribute beliefs. In this case, 
subjects seemed to assume that even though the ingredient 
was no longer branded, the manufacturer still had the peo- 
ple, facilities, skills, and so forth necessary to make the 
ingredient product (M = 6.35 on a nine-point scale) and 
extension product (M = 6.15). This assumption may be 
partly a result of the labeling of self-brands as host brands' 
"own" brands so that they had not yet established a distinct 
identity for themselves, as was noted previously. 

For new attributes, there were no significant differences 
in extension evaluations after a cobranded expansion when 
the ingredient was branded as a cobrand compared with when 
it was not (p > .20). Therefore, the credibility of the host 
brand was sufficiently enhanced after a cobranded new 
attribute expansion such that even withdrawing the ingredi- 
ent did not seem to harm subsequent extensions. Subjects 
still perceived the extension as fitting well overall (C = 6.27, 
NC = 6.01; t = .71, p > .40) and believed that the manufac- 
turer had the people, facilities, skills, and so forth necessary 
to make the ingredient product (C = 5.17, NC = 5.26; t = .26, 
p > -10) and extension product (C = 5.50, NC = 5.54; t = .12, 
p > .90). These results are consistent with the subtyping 
model analysis presented previously, which postulated that 
with new attribute expansions, the ingredient brand could 
become strongly and integrally linked to the host brand (as if 
there was one composite brand). Consequently, excluding the 
(better performing) ingredient cobrand from the extension 
did not seem to affect the subjects, as if they still believed that 
the ingredient brand was in some ways part of the host brand. 

In contrast, extension evaluations were marginally lower 
after a self-branded expansion when the self-brand was pre- 
sent (S) than when it was not (NS) for extension attitudes 
(S = 5.25, NS = 5.79; t = 1.4, p < .15), extension fit (S = 
5.18, NS = 5.79; t = 1.7, p < .10), and target attribute beliefs 
(S = 5.26, NS = 5.99; t = 2.4, p < .02). Thus, even though the 
self-brand may be perceived to be integrally linked to the 
host brand according to the subtyping model, after detailed 
processing, subjects appeared to believe that the host brand 
was attempting to leverage an ingredient for which it had no 
real expertise. As further proof of this conjecture, subjects 
believed more strongly that the manufacturer had the peo- 
ple, facilities, skills, and so forth necessary to make the 
extension product when the self-branded ingredient was not 


TABLE 6 
Least Square Means of Dependent and Supporting Measures: Control Cells 


No Prior Expansion 





No Ingredient and No Ingredient 
Slot Filler New Attribute Slot New 

Dependent and Supporting Variables Cobrand Self-Brand Cobrand Self-Brand Filler Attribute 
Extension attitude 4.60 5.46 5.94 5.79 5.31 5.41 
Extension fit 4.78 5.83 6.01 5.79 5.53 5.11 
Extension attribute beliefs 5.53 6.10 6.14 5.99 5.77 5.43 
Transferability of skills to extension product 5.31 6.15 5.54 5.84 6.59 4.72 
Transferability of skills to ingredient product 5.15 6.35 5.26 5.62 6.52 4.80 
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present than when it was (S = 5.12, NS = 5.84; t= 1.85, p< 
.06), even though they believed its ability to make the ingre- 
dient product was not different (S — 5.46, NS = 5.62; t = .46, 
p.65). 

What are the effects of no prior expansion and the ingre- 
dient brand not being included as part of the brand extension? 
That is, what if the host brand attempted to extend directly 
without leveraging the ingredient at all? A complementary set 
of conclusions emerges from comparing the responses of two 
different sets of subjects: the experimental cells subjects, who 
rated both the expansion and extension with the reference of 
ingredient brand, and the (second set of) control cells sub- 
jects, who rated the extensions without any prior expansion or 
mention of any ingredient brand (NEI). We used a 2 (expan- 
sion type) x 3 (ingredient branding: host brand's extension 
with cobrand, self-brand, and no ingredient brand) x 3 
(order) x 3 (replicate category) mixed ANCOVA design to 
analyze the data. Except for the replicate category, all vari- 
ables were between-subjects factors. Furthermore, we used 
special error terms to ascertain the significance of different 
effects. 

With slot fillers, prior expansion and ingredient branding 
improved the attitude reported toward the extension—com- 
pared with the case in which there had been no prior expan- 
sion and no mention of the ingredient with the extension— 
for the self-branded expansion (S = 5.98, NEI = 5.31; t= 1.8, 
p < DI, but not for the cobranded expansion (C = 5.33, 
NEI = 5.31; p > .20). Consistent with the postulations of the 
schema-plus-tag model and the H; results, with a slot-filler 
extension, the host brand received benefits from self- 
branding but not from cobranding an ingredient. Indeed, the 
host brand was as successful in extending to acategory when 
it entered directly as when it entered by using a cobrand for 
the expansion and then also as part of the extension. 

With new attributes, however, prior expansion and ingre- 
dient branding marginally improved the extension attitudes— 
compared with the case in which there had been no prior 
expansion and no mention of the ingredient with the exten- 
sion—for the cobranded expansion (C = 6.11, NEI = 5.41; t= 
1.8, p < .08), but not for the self-branded expansion (S = 5.25, 
NEI = 5.41; t < 1). Again, consistent with the postulations of 
the subtyping model and the H; results, with a new attribute 
extension, the host brand needed the cobranded ingredient but 
could not benefit from the self-branded ingredient. 


Discussion 


Summary 


A laboratory experiment was conducted that explored how 
subjects reacted to alternative ingredient branding strategies 
for different types of brand expansions and how these ingre- 
dient branding strategies, in turn, affected evaluations of 
subsequent ingredient-related category extensions. Ingredi- 
ent branding strategy was manipulated in terms of a well- 
regarded cobranded ingredient or a new self-branded ingre- 
dient. Brand expansions were manipulated to be slot-filler 
expansions, in which the level of an existing attribute for the 
host brand was changed, or new attribute expansions, in 
which a new attribute was added to the host product. 
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The experimental findings revealed the following: For 
slot-filler expansions, a cobranded ingredient was more use- 
ful for initial expansions, but a self-branded ingredient was 
more useful for subsequent extensions. Subjects appeared 
not to credit the host brand for the cobrand association in 
evaluating subsequent extensions, and if anything, they held 
it against the host brand. For new attribute expansions, a 
cobranded ingredient was more useful than a self-branded 
ingredient for both initial expansions and subsequent brand 
extensions. Because a self-branded ingredient did not help 
"broaden" the equity of the host brand, and because the host 
brand may have lacked credibility, an extension involving a 
self-branded ingredient was less favorably evaluated. 

The control group results, even though comparatively 
weaker, provided some additional context and insights as to 
the effects of alternative branding strategies and reinforced 
these basic conclusions. For slot fillers, a prior cobranded 
expansion did not improve extension evaluations, compared 
with the host brand's direct extension. Moreover, 1f the host 
brand was expanded but the cobrand was not used as part of 
a subsequent extension, lower evaluations occurred. A self- 
branded strategy, however, was more robust, as extension 
evaluations benefited from prior self-branded expansion, and 
was not penalized if the self-brand was not used as part of the 
extension. For new attributes, opposite effects were observed. 


Contributions 


The major contributions of this study are as follows: First, 
this is the first study that identifies and examines self- 
branding as an alternative way of branding the attribute 
ingredient. Prior research in ingredient branding (Park, Jun, 
and Shocker 1996; Simonin and Ruth 1998) has focused 
exclusively on the cobranding strategy. In addition, the find- 
ings from this study highlight the viability and benefits of 
self-branded ingredients. Second, this research study was 
the first to demonstrate the downside of cobranded ingredi- 
ents. Although cobranded ingredients could facilitate an ini- 
tial slot-filler expansion, subsequent extension evaluations 
could be less favorable than if the host brand had initially 
expanded with self-branded ingredients. 

Finally, this is the first study that explores a more strate- 
gic role for the ingredient brand, a role that goes beyond just 
modifying one of the attributes that currently characterizes 
the host product (Park, Jun, and Shocker 1996). The findings 
from this study reveal that the ingredient brand can help the 
host brand successfully introduce a completely new attribute 
(inherited from the ingredient category) into the host cate- 
gory. Besides helping improve the competitiveness of the 
host brand, the new attribute can, in some cases, expand the 
usage of the host brand (e.g., cough relief in Life Savers 
candy). Moreover, the ability of the host brand to success- 
fully leverage the ingredient to extend into categories into 
which it would have had difficulty extending on its own is 
also something unique to this study. This ability of the host 
brand highlights a different kind of spillover effect of the 
ingredient brand on the host brand that has not been exam- 
ined by prior ingredient branding research (e.g., Simonin 
and Ruth 1998). That is, the expanded meaning of the host 
brand after expansion helped it enhance its extendibility. 


Implications 


There are several theoretical and managerial implications of 
the current study in the nascent topic of ingredient branding. 
The role played by the ingredient brand in the evaluations of 
brand expansions and ingredient-related category exten- 
sions is different. In the former, the attitude toward the 
ingredient brand played a decisive role, whereas in the lat- 
ter, the strength of linkage of the ingredient brand to the 
host brand was more important than the attitude toward the 
ingredient brand. This explains the more favorable evalua- 
tions of co- versus self-branded slot-filler and new attribute 
expansions but the relatively poor evaluations of co- versus 
self-branded slot-filler extensions. 

The findings suggest possible advantages and disadvan- 
tages of using cobranded ingredients. On the positive side, 
such a strategy may be a short-term means to enhance the 
equity of a host brand and its value. This improvement can 
be valid even if the host brand stretches to add an attribute 
that is less similar in fit. On the negative side, a cobranded 
ingredient strategy can be limiting in the long run to the 
extent that the host brand might want to extend into a closer 
category that ıs more directly related to the ingredient. By 
borrowing equity, host brands are not building equity and 
therefore fail to reap the benefits from having done so. 

The key moderator variable determining the optimal 
long-term ingredient branding strategy in this study was 
the perceived distance or fit of the new product extension 
from the host brand (Keller and Aaker 1992). The farther 
or more dissimilar the extension, the more valuable was 
a cobranded ingredient, regardless of the time horizon 
involved. With a closer and more similar extension, 
although a cobranded ingredient improved immediate 
expansion evaluations, a self-branded ingredient improved 
subsequent extension evaluations. This information can be 
useful in negotiations of the compensation (e.g., royalty) 
that a host brand must pay the ingredient cobrand for its 
use in brand expansion and/or category extension. 

Furthermore, as in any kind of alliance, marketers of 
host brands need to take precautionary steps against the pos- 
sible withdrawal of the ingredient cobrand from the 
alliance—control cells results, though weaker, reveal that 
evaluations of (only) slot-filler extensions suffer after the 
cobrand that was originally used in the expansion is dropped 
from the extension. Advertising the benefits of the ingredi- 
ent in the extension without explicitly highlighting the asso- 
ciation with the cobrand could be one possible solution to 
the problem. Alternatively, a longer and more expensive but 
surer approach of solving the problem could be to invest up 
front in advertising to build the equity of a self-brand that 
could be a substitute ingredient to the cobrand. A final man- 
agerial implication of this study is that given the subtyping 
(versus differentiating) perception of new attribute expan- 
sions and extensions, marketers of such products could posi- 
tion them as niche or unique products in the category. 


Limitations and Further Research 


There are several caveats and qualifications to the conclu- 
sions and interpretations of our research findings. One limi- 


tation of our study is that very specific types of expansions 
and category extensions were studied. A different basis for 
extension fit—one that goes beyond physical product attrib- 
utes—could produce different results. Furthermore, even 
though it was hypothesized that cobrands are generally bet- 
ter than self-brands, it is possible that by persistent advertis- 
ing and other promotions, marketers may be able to build 
brand equity for their self-branded ingredient products. In 
addition, it should be noted that favorable effects of 
cobranded ingredients were demonstrated only when they 
were perceived as well-regarded and relevant to the host 
brand product and thus had sufficient equity and fit. Next, 
the control group findings pertaining to the withdrawal of 
the ingredient brands in subsequent category extensions suf- 
fered from the limitation that subjects evaluated the new 
extension immediately after seeing the original expansion, 
including the ingredient brand. In the “real world,” however, 
the interval between seeing these two products could be far 
greater, and thus the effects could be mitigated. Next, sub- 
Jects in this study did not use the expansions and extensions; 
instead, they only rated profiles of those products. It is pos- 
sible that evaluations could change after consumers use 
those products. 

Several avenues of further research'are suggested by this 
study. In a broad sense, one important priority would be to 
explore the design and implementation of ingredient brand- 
ing strategies. Managerial guidelines that suggest when and 
how to brand ingredients are badly needed One important 
area of further research would be to examine whether there 
are any other feedback effects of brand expansions and cat- 
egory extensions on the ingredient brand over and above 
those at the brand attitude level (Simonin and Ruth 1998). 
Specifically, can the ingredient product leverage its associa- 
tion with the host brand to introduce'category extensions 
that are related to the host brand? Would this effect vary 
between self-branded and cobranded ingredients? 


Appendix 
Pretest and Posttest Scales 
(Illustrated with Tide Bath Soap 
Expansion) 

1. Expansion plausibility (Cronbach's o = .95) was mea- 
sured with four nine-point scales: (a) 1 = “less believable,” 
9 = “more believable”; (b) 1 = “does not make any sense,” 
9 = “makes lot of sense”; (c) | = “very unreasonable,” 9 = 
“very reasonable"; and (d) | = “very inappropriate,” 9 = 
“very appropriate.” 

2. Perceived importance of the ingredient attribute (Cron- 
bach’s & = .93) was measured with three nine-point scales: (a) 
When evaluating laundry detergents, the scent attribute is (1 = 
“not at all important,” 9 = “very important”); (b) When select- 
ing one brand of laundry detergent over another, the scent 
attribute is (1 = “irrelevant to my choice,” 9 = “very relevant 
to my choice”; and (c) When selecting one brand of laundry 
detergent over another, scent is an attribute that I would (1 = 
“definitely not consider,” 9 = “definitely consider’). 

3. Transfer of the ingredient attribute to the expansion. 
This was an open-ended question: In what ways will Tide 
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laundry detergent be different after incorporating Irish 
Spring bath soap as an ingredient? 

4, 5. Attitudes toward the host and ingredient brands and 
attitude toward the ingredient category were measured with 
the standard three nine-point scales: (a) 1 = “bad,” 9 = 
“good”; (b) 1 = “dislike,” 9 = “like”; and (c) 1 = “unappeal- 
ing,” 9 = “appealing.” 

6. Familiarity with the host and ingredient categories 
was measured using a single nine-point scale: 1 = “very low 
familiarity,” 9 = “very high familiarity.” 

7. Liking self-brand names (Cronbach’s o = .97) was 
measured with four nine-point scales: (a) 1 = “bad name,” 
9 = “good name”; (b) 1 = “dislike the name,” 9 = “like the 
name”; (c) 1 = “unappealing name,” 9 = “appealing name”; 
and (d) 1 = “less appropriate name,” 9 = “more appropriate 
name.” 

8. Similarity in the concepts of self-brand and cobrand 
(Cronbach's o = .92) was measured with five nine-point 
scales each, with endpoints “very dissimilar’/“very similar": 
(a) EverFresh and Irish Spring bath soaps are likely to be ...; 
(b) the brand images of EF and IS bath soaps are likely to be 
...; (c) the attributes characterizing these two brands are 
likely to be ...; (d) the consumers of EF and IS bath soaps 
are likely to be ...; and (e) if you were to describe these two 
brands to someone, your descriptions of these two brands 
are likely to be.... 

9. Strength of association between the ingredient 
attribute and ingredient cobrand (correlation = .89) was 
operationalized with two nine-point scales: When thinking 
of Irish Spring brand name, the scent association comes to 
my mind ... (with endpoints [a] 1 = “very weakly,” 9 = “very 
strongly” and [b] | = “very slowly,” 9 = “very quickly”). 

10. Plausibility of the ingredient attribute in the host cat- 
egory was measured with a nine-point scale with endpoints 
1 = "definitely disagree,” 9 = "definitely agree”: Incorporat- 
ing the scent of Insh Spring in any laundry detergent, in gen- 
eral, makes sense. 

11. Extension fit (correlation = .95) was operationalized 
using two nine-point scales: (a) | = “not at all logical,” 9 = 
“very logical” and (b) 1 = “not at all appropriate,” 9 = “very 
appropriate.” 

12. Extent of change in the host brand was measured 
using two nine-point items (correlation = .77): As a result 
of the different changes in Tide that you listed above, how 
different would the new Tide be compared to when Irish 
Spring was not incorporated in it as an ingredient? (a) 
| = “not at all different,” 9 = “very different" and (b) 1 = 


“very superficially different," 9 = “very fundamentally 
different." 

13. Expansion performance and attribution scale 
included five pairs of similar items, each pair comprising rat- 
ing the expansion on an attribute and attributing that perfor- 
mance to one of three options: (a and b) Please indicate the 
extent of your agreement with the likely performance of the 
new Tide with the scent of ... on the below listed attributes 
(e.g., cleans clothes well; with endpoints 1 — "strongly dis- 
agree,” 9 = “strongly agree"), and to which product would 
you attribute that performance: (1) mainly Tide detergent, (ii) 
mainly Irish Spring bath soap, or (iii) mainly to the compos- 
ite (or integrated) product of Tide and Irish Spring (circle 
any number from 1 to 3). 

14. Modified differentiation versus subtyping scale com- 
prised the following four nine-point items (Cronbach's & = 
TT), with the first three items anchored by 1 = “strongly dis- 
agree,” 9 = “strongly agree”: (a) Laundry detergents, in gen- 
eral, are characterized by the attribute of pleasant scent; (b) 
On the attribute of pleasant scent, the new Tide with the 
scent of ... is different from other brands of laundry deter- 
gent; (c) On attributes other than the pleasant scent, the new 
Tide ... is generally like other brands of laundry detergent; 
and (d) Incorporating the scent of Irish Spring soap in Tide 
makes the new Tide laundry detergent (with endpoints 1 — 
“only a little different,” 9 = “completely different from other 
detergent brands"). 

15. Convergent validity (to the plausibility scale) items, 
each with endpoints | = “strongly disagree,” 9 = “strongly 
agree”: (a) The scent of Irish Spring bath soap delivered 
through Tide laundry detergent and through any laundry 
detergent will be very similar, and (b) If the scent of Irish 
Spring bath soap were to be incorporated in any laundry 
detergent, your attitude toward that other laundry detergent 
will be positive. 

16. Discriminant validity (to the plausibility scale) 
items, each with endpoints | = “strongly disagree,” 9 = 
“strongly agree”: (a) Price of Irish Spring bath soap will 
increase because of its incorporation in other laundry deter- 
gent, and (b) Incorporating the scent of Irish Spring bath 
soap in any hair shampoo, in general, makes sense. 

17. Expertise in making the extension was measured by 
one nine-point item with endpoints 1 = “strongly disagree,” 
9 = “strongly agree”: In my opinion, the manufacturer of 
Irish Spring bath soap has the people, facilities, and skills to 
manufacture a good quality hand soap product. 
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Free Cash Flow, Agency Costs, and 
the Affordability Method of 
Advertising Budgeting 


The allocation of excess cash has long been recognized in the finance literature as an important aspect of the basic 
agency conflict between managers and owners. In the advertising budgeting context, marketing scholars report that 
firms possessing high levels of cash tend to spend more on advertising than what seems necessary or desirable. 
Indeed, this positive link between excess cash and advertising expenditures constitutes a part of what is commonly 
referred to as the affordability method of advertising budgeting. Surprisingly, there has been little research that 
attempts to view this association as a manifestation of agency costs. Therefore, in this article, the authors exam- 
ine whether agency costs, as measured by managerial ownership, moderate the relationship between excess cash 
and advertising expenditures. On the basis of received theory, the authors conceptualize that agency costs will first 
decrease, then increase, and then decrease again with the level of managerial ownership. Accordingly, the authors 
hypothesize and find that the fraction of incremental earnings reinvested in advertising follows the same pattern in 
managerial ownership. These findings support the notion that the use of the affordability method is driven, in part, 
by agency costs. The authors conclude by discussing the theoretical and managerial implications of the findings. 


allocation of free cash flow is an important aspect of the 
basic conflict of interest between managers and owners 
(Jensen 1986).! Specifically, free cash flow tempts managers 
to expand the size of the firm, thereby increasing managers’ 
control and personal remuneration even though such an 
action may decrease the overall value of the firm. Marketing 
scholars have also identified a similar phenomenon in the 
allocation of excess cash to advertising. Tellis (1998, p. 396), 
for example, writes, “when firms are flush with cash, they 
tend to spend liberally on advertising, even beyond what 
seems necessary or desirable.” This link between excess cash 
and advertising budgets constitutes one part of what is gen- 
erally known in the literature as the “affordability” method of 
advertising budgeting. However, to date, there has been no 
attempt to view the use of this heuristic as a manifestation of 
the agency costs between owners and managers.2 This 
research 1s an attempt to explore this connection. 
Why does free cash flow tempt managers to expand the 
size of the firm beyond the optimal point? Jensen (1986) 


f t has long been recognized in the finance literature that the 





'Formally, free cash flow ıs defined as cash in excess of that 
required to fund all positive net present value projects. Loosely, 
free cash flow may be considered analogous to excess cash on 
hand. 

?Agency costs refer to the sum of the costs of designing, imple- 
menting, and maintaining the appropriate control system within 
organizations and the residual loss resulting from the difficulty of 
solving control problems completely (Jensen and Meckling 1992) 
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notes that growth typically increases managers’ power by 
increasing the resources under their control. Moreover, 
growth is also directly related to managerial compensation 
because changes in compensation are often positively 
related to growth in sales. Finally, the tendency of firms to 
reward managers through promotion rather than year-to- 
year bonuses also creates a strong organizational bias 
toward growth in order to supply the new positions that such 
promotion-based reward systems typically require. 

In the context of advertising budgeting, free cash flow 
may give rise to a scenario in which managers reinvest dis- 
cretionary dollars into advertising with a view to expand 
sales, even if these investments are not cost effective. Given 
the economic significance of advertising budgets to both the 
economy and individual firms,3 our primary objective in this 
research is to investigate whether the propensity to invest 
excess cash into advertising is driven, in part, by agency 
costs in the owner-manager relationship. As such, our 
research may also be viewed as an investigation into the use 
of the affordability method in situations in which firms have 
excess cash. 

The mere existence of a positive link between free 
cash flow and advertising budgets does not imply ineffi- 
cient use of monies. There may be sound economic rea- 
sons for such a link. Nerlove and Arrow (1962), for exam- 
ple, demonstrate that under conditions of constant price 
and advertising elasticities, the optimal advertising 
expenditures may well be a fixed percentage of sales. To 





3Nationally, companies in the United States invested approxi- 
mately $200 billion on advertising in 1998. This amounts to more 
than $700 for each of the nearly 270 million men, women, and 
children in the United States. In addition, several U.S. firms invest 
more than $1 billion in domestic advertising. Even the U.S. gov- 
ernment advertises to the tune of $670 million annually (Czinkota 
1999, p 431). 
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the extent that sales and free cash flow are correlated, it 
may indeed be optimal to invest excess cash into adver- 
tising. Another reason for the positive link between free 
cash flow and advertising budgets may be found in the 
inherent uncertainty about the advertising-sales relation- 
ship. In this connection, it is important to recognize that 
setting the advertising budget in order to achieve the max- 
imum yield is an immensely difficult problem (Bigne 
1995). In general, it is challenging to determine the sales 
response to advertising. Moreover, many studies show lit- 
tle or no impact of advertising on sales in the short run 
(Eastlack and Rao 1989). Given a lack of understanding 
of the advertising—sales relationship, a strategy of allocat- 
ing some fraction of discretionary dollars toward adver- 
tising could be akin to purchasing insurance: More is pur- 
chased when the firm has a greater amount of 
discretionary dollars and, consequently, a lower cost of 
capital. Given these arguments for a positive link between 
free cash flow and advertising, our incremental contribu- 
tion is to demonstrate that this association is moderated 
by agency costs. 

We operationalize our emphasis on agency costs by 
focusing on a key agency variable, namely, the extent of 
managenal ownership. Indeed, it is well documented in the 
finance literature that ownership can prove to be a valuable 
tool in reducing agency costs between managers and owners 
(Jensen and Meckling 1976). Specifically, ownership moti- 
vates managers to use their decision rights efficiently 
because they bear the rewards and punishments of their 
actions. Previous research, however, suggests that agency 
costs need not decrease uniformly with the level of manage- 
ment ownership. Morck, Shleifer, and Vishny (1988), for 
example, posit that agency costs will first decrease, then 
increase, and finally decrease again with the level of man- 
agerial ownership. Accordingly, they hypothesize that mea- 
sures of firm valuation will first increase, then decrease, and 
finally increase again with the proportion of managerial 
ownership. 

Briefly, the rationale for these counterintuitive expecta- 
tions is as follows: Morck, Shleifer, and Vishny (1988) 
suggest that ownership first improves firm performance 
because of the convergence in interests between managers 
and owners. That is, providing managers with a claim on 
the firm aligns their goals with those of owners and moti- 
vates them to take actions that are value maximizing. 
However, this beneficial effect of ownership is soon miti- 
gated by an adverse effect. Specifically, as managers begin 
to hold a substantial fraction of the firm's equity, they 
become entrenched; this entrenchment, in turn, enables 
them to pursue non-value-maximizing behaviors without 
being disciplined by the market. Thus, in this range, firm 
value decreases with ownership as the adverse effects of 
entrenchment become increasingly pronounced. This does 
not imply that convergence effects are absent here—they 
continue to operate but are dominated by entrenchment 
effects. Finally, as management ownership increases fur- 
ther, the high level of ownership gives rise to a situation in 
which convergence effects dominate; consequently, in this 
region, firm value again increases with ownership. 


We follow Morck, Shleifer, and Vishny (1988) and 
specify that agency costs will vary nonmonotonically with 
the level of managerial ownership. As do Morck, Shleifer, 
and Vishny, we measure managerial ownership by the 
extent of firm ownership among members of the board. 
We then examine whether the fraction of earnings rein- 
vested in advertising is moderated by the level of owner- 
ship in a sample of firms culled from the Compustat data- 
base. As hypothesized, we find that ownership by board 
members has a systematic and economically significant 
impact on the fraction of earnings that is reinvested in 
advertising. Moreover, we also find nonmonotonic effects, 
which suggest the same interplay of convergence and 
entrenchment effects demonstrated by Morck, Shleifer, 
and Vishny (1988). We therefore conclude that agency 
costs play an important role in the reinvestment of excess 
cash to advertising. 

In a broader context, our work explicitly highlights one 
specific mechanism through which agency problems 
degrade firm value. Although agency problems have been 
well documented in the marketing literature (see, e.g., 
Bergen, Dutta, and Walker 1992), there is little research on 
the specific mechanisms through which this value dissipa- 
tion occurs. Our work suggests that the misallocation of 
excess monies to advertising is one specific route through 
which agency costs degrade firm value. As such, the current 
investigation also deepens the understanding of alternative 
mechanisms through which agency costs affect firm value. 

The rest of the article is organized in the following manner: 
In the next section, we provide a brief review of the literature. 
We then describe our hypothesis and model. Next, we describe 
our sample, measures, and estimation equation. Finally, we 
present our empirical findings and conclude by discussing the 
contributions and limitations of our research endeavor. 


Literature Review 


Our literature review is divided into three parts. In the first, 
we review the impact of agency costs on the allocation of 
discretionary monies. We then examine how agency costs 
vary with a key variable of interest, namely, managerial 
ownership. Specifically, we describe in detail the conver- 
gence and entrenchment effects identified in prior work, 
because it has a direct bearing on our research. Finally, we 
provide a general overview of advertising budgets. This 
overview provides the appropriate context and aids in the 
development of our hypothesis 


Impact of Agency Costs on the Allocation of Free 
Cash Flow 


The finance literature has long recognized the impact of 
agency costs on the allocation of discretionary monies (the 
so-called free cash flow hypothesis) A large strand of 
research examines the relationship between agency costs 
and financial structure. Jensen (1986) posits that leveraged 
buyout activities are one way of controlling free cash flow 
because the debt incurred in such transactions forces man- 
agers to disgorge excess cash rather than direct it to unprof- 
itable opportunities. Evidence supporting the free cash flow 
motivation for financial restructuring has been provided by 
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many authors (Gibbs 1993; Griffin 1988; Gupta and Rosen- 
thal 1991; Lehn and Poulsen 1989; Loh 1992; Moore, Chris- 
tensen, and Roenfeldt 1989). 

In the accounting literature, Gul and Tsui (1998) exam- 
ine the relationship between the amount of free cash flow 
and audit fees. They hypothesize that because managers will 
likely engage 1n non-value-maximizing activities while 
allocating free cash flow, auditors’ assessment of the inher- 
ent risk and, in turn, the audit effort will increase with the 
amount of free cash flow possessed by the firm. Gul and 
Tsui therefore postulate a positive relationship between high 
levels of free cash flow and audit fees. As expected, they 
find this association in their data set. 

The free cash flow hypothesis has also been tested in the 
context of the issue of equity. Mann and Sicherman (1991) 
hypothesize that shareholders will respond negatively to 
equity issue announcements because they expect manage- 
ment to misuse such nonbonded funds. Furthermore, they 
also expect shareholder response to be moderated by the 
track record of management with respect to previous equity 
issues. Finally, Wells, Cox, and Gaver (1995) compare the 
level of cash flow for mutual insurers and stock insurers and 
find that the latter possess greater levels of cash flow. Wells, 
Cox, and Gaver posit that management at these firms 1s able 
to hoard cash because it is governed by fewer monitoring 
and control mechanisms. This hoarding of cash, though 
non-value maximizing, provides management with the 
important benefit of avoiding the scrutiny of the capital mar- 
kets when the firm requires additional capital. 

In summary, there is a vast body of research in account- 
ing and finance that convincingly demonstrates that agency 
costs play an important role in the allocation of discre- 
tionary monies. As is evident from this brief review, 
researchers have examined the impact of agency costs on 
various topics, such as financial structure, audit fees, 
response to equity announcements, and the level of free cash 
flow. This stream of research enables us to conceptualize the 
impact of agency costs on the allocation of discretionary 
monies in an important marketing context, namely, advertis- 
ing budgeting. 


Agency Costs as a Function of the Level of Firm 
Ownership by Board Members 


As mentioned previously, management ownership may 
serve as a useful mechanism to reduce agency costs and 
bring about goal alignment. As their stakes in the company 
rise, managers bear a larger portion of the cost of pursuing 
non-value-maximizing objectives; consequently, they will 
increasingly pursue value-maximizing objectives. It is 
important to recognize that small levels of firm ownership 
by managers can prove to be significant when viewed as a 
proportion of total managerial compensation. Thus, even 
small levels of firm ownership can prove to be beneficial. 
Overall, this goal alignment through ownership is referred to 
as the convergence-of-interests effect. 

Many scholars have pointed out limitations in the ability 
of managerial ownership to bring about goal alignment 
(Demsetz 1983; Fama and Jensen 1983). These researchers 
suggest that when a manager owns only a small stake, mar- 
ket discipline (e.g., the managerial labor market [Fama 
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1980], the product market [Hart 1983], and the market for 
corporate control [Jensen and Ruback 1983]) may indeed 
force the manager toward value maximization. However, 
managers who control a substantial fraction of the firm's 
equity may have enough voting power and/or influence to 
indulge in their preference for non-value-maximizing 
behavior. Examples of such non—value-maximizing behav- 
ior include empire building, expensive corporate offices, 
lavish company trips, purchase of high-priced paintings, 
installation of a fleet of business jets, and so forth. This so- 
called entrenchment effect, arising from relatively unfet- 
tered power, suggests that ownership may not always lead to 
goal alignment and value maximization.4 

On the basis of these considerations, Morck, Shleifer, 
and Vishny (1988) empirically examine how these opposing 
effects resolve in the case of firm performance. They sug- 
gest that whereas the convergence-of-interests effects should 
increase uniformly over the range of ownership, entrench- 
ment effects may surface only after some threshold level of 
ownership. In particular, they posit that entrenchment effects 
may begin to surface above some critical level of ownership 
and increase to attain their peak well before majority own- 
ership (for a pictorial representation of these effects, see 
Figure 1). Now, as ownership increases from 0% to 100%, 
the relative influences of convergence and entrenchment are 
as follows: Initially, entrenchment effects are absent and 
increases in managerial ownership give rise to an increase in 
convergence effects. As ownership increases further, how- 
ever, entrenchment effects begin to surface. In this range, as 
entrenchment grows, managers can increasingly indulge in 
non—value-maximizing behaviors. Finally, as ownership 
increases even further, convergence effects again begin to 
dominate because the high level of ownership causes man- 





4In this connection, Weston (1979) reports that no firm in which 
insiders owned more than 3096 has ever been acquired in a hostile 
takeover This suggests that managers who control a substantial 
portion of the firm's equity may be relatively free from the disci- 
pline of the market. 


FIGURE 1 
Relative Strengths of Convergence and 
Entrenchment as a Function of Managerial 
Ownership 
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agers to fully bear the costs of any non—value-maximizing 
action. For these reasons, firm value, as measured by Tobin’s 
Q and profit rate,5 should first rise to reflect the impact of 
convergence, then decrease as entrenchment effects come 
into play, and finally increase again as convergence effects 
dominate. In their empirical work, Morck, Shleifer, and 
Vishny find these effects, and the results are robust across 
both measures of firm performance. Figure 2 displays their 
findings with respect to Tobin’s Q. 


Advertising Budgets 


It is generally recognized in the marketing literature that 
many firms overspend with respect to advertising. In a well- 
known article titled, “Are You Overadvertising?” Aaker and 
Carman (1982) review the findings from both field experi- 
ments and econometric studies. They conclude that, in gen- 
eral, firms are overadvertising and suggest that several 
advertisers should experiment with reduced advertising 
expenditures. They also suggest that the reward structure at 
advertising firms is likely to be a key driver behind this 
observed pattern of overadvertising. 

More recently, Prasad and Sen (1999) review the acade- 
mic literature since 1982 and examine whether there is evi- 
dence of systematic overadvertising. Specifically, they 
review the articles that have appeared in the years following 
Aaker and Carman’s article. Prasad and Sen (1999) report 
that though the econometric studies yield mixed findings, 
the evidence from field experiments points to continued 
overadvertising by firms. They also suggest that incentive 
structure, among other factors, could likely contribute to the 
excessive spending with respect to advertising. 





5Formally, Tobin’s Q is measured as the ratio of the market value 
of a firm (or the weighted average firm in the financial markets) to 
the net replacement cost of firm assets (Wernerfelt and Mont- 
gomery 1988). 


FIGURE 2 
The Relationship Between Ownership Level and 
Tobin’s Q 
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Aaker and Carmon's (1982) and Prasad and Sen's 
(1999) work is relevant to our research in two ways: First, it 
is consistent with the general sentiment documented in the 
finance literature that managers often misuse the discre- 
tionary resources under their control. Second, these 
researchers also suggest that incentive structure can play an 
important role in contributing toward the observed overad- 
vertising. Following the suggestion of these researchers, we 
conceptualize how incentive structure (i.e., managerial own- 
ership) affects agency costs and how these costs, in turn, 
influence the reinvestment of free cash flow into advertising. 


Development of Hypothesis and 
Model 


Background 


Two issues need to be addressed as we set out to develop our 
research hypothesis. First, do board members influence 
lower-level tactical decisions such as advertising budgeting? 
In this regard, we conjecture that though board members are 
not directly involved in the day-to-day operational decisions 
of the firm, their motivations strongly influence the behav- 
ior of lower-level managers. Such a view is consistent with 
Fama and Jensen's (1983) observation that lower-level man- 
agers initiate (and implement) decisions and board members 
ratify them. Thus, depending on the level of ownership, 
lower-level managers learn to submit plans that have more 
of a convergence-of-interests flavor or an entrenchment fla- 
vor. The approved plans are then implemented and go on to 
affect firm value positively or negatively, depending on the 
intent behind the plan. We believe that in this way, board 
members influence various tactical decisions taken by 
lower-level managers, including the setting of advertising 
budgets. 

The second issue pertains to the relevance of agency 
costs to board members. Specifically, because board mem- 
bers often belong to other organizations, it may be reason- 
ably argued that their ability to enjoy the benefits of 
increased firm size is limited. However, there is strong 
empirical evidence to show that the compensation of board 
members is significantly influenced by firm size (Hempel 
and Fay 1994). Thus, the agency problem of expanding the 
firm beyond the optimal size applies with equal force to 
board members. 

Finally as we develop our hypothesis, we note that 
unlike other investments such as factory equipment, real 
estate purchases, and so forth, the return on advertising is 
harder to measure. As such, in many situations, good argu- 
ments can be made for increasing the advertising budget, 
irrespective of whether such an increase is warranted. Con- 
sequently, our focus on examining the inherent motivations 
of key decision makers is particularly salient in the context 
of advertising budgeting. 


Hypothesis 


On the basis of the discussion thus far, we posit that man- 
agerial ownership will have a systematic impact on the rein- 
vestment of free cash flow into advertising. In effect, we 
posit that self-interested managers will choose a level of 
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reinvestment in advertising that maximizes their private ben- 
efits, namely, control and personal remuneration. Consider 
the impact of ownership at low levels of ownership. Here, 
entrenchment effects are absent. As ownership increases 
within this range, managers begin to bear increasingly the 
cost of inefficient investments; consequently, they will 
become increasingly circumspect about investing excess 
cash into advertising. Therefore, in this range, the fraction of 
discretionary dollars reinvested in advertising will decrease 
with ownership. 

Next, consider the impact of ownership within an inter- 
mediate range. Here, increasing levels of ownership give 
rise to increasing levels of entrenchment. This increasing 
level of entrenchment, in turn, gives managers the freedom 
to reinvest excess cash into advertising. In this case, man- 
agers recognize that the private benefits from increased firm 
size exceed their share of the loss in firm value. Conse- 
quently, as managers become increasingly entrenched, the 
fraction of discretionary dollars reinvested in advertising 
will increase with ownership. 

Finally, as ownership increases even further, another 
effect emerges. By now, managers are fully entrenched and 
possess considerable freedom with respect to reinvesting 
excess cash into advertising. Here, however, the relatively 
high level of managerial ownership begins to put a check on 
this behavior. In effect, as ownership increases, managers 
begin to bear fully the cost of reinvesting excess cash into 
advertising. Moreover, the magnitude of this cost increases 
with the level of managerial ownership. As such, in this 
range, the tendency to reinvest excess cash into advertising 
will again decrease with ownership.ó 

We encapsulate, these arguments in the following 
hypothesis: 


Hı: The amount of free cash flow reinvested in advertising will 
be moderated nonmonotonically by the fraction of man- 
agement ownership Specifically, the proportion of free 
cash flow reinvested in advertising will decrease, then 
increase, and finally decrease again with the fraction of 
management ownership. 


We note that the postulated nonmonotonic interplay of 
entrenchment and convergence effects follows directly from 
Morck, Shleifer, and Vishny’s (1988) theoretical and empir- 
ical work. This view 1s also becoming widely accepted by 
scholars of corporate governance (see, e.g., the review arti- 
cle by Walsh and Seward [1990]). However, tts applicability 
to the advertising budgeting context has not been explored 
in the literature. Our research efforts aim to redress this gap. 


Model 


On the basis of our hypothesis, we present the following 
model of advertising budgeting: 





6Our arguments here work best when we assume, as suggested 
in the literature, that increased advertising is not cost effective in 
that most firms are overadvertising. Although firms will certainly 
vary in the degree to which they are overadvertising, it is difficult 
to describe conditions that will cause this heterogeneity to yield 
these nonmonotonic effects. In other words, it is unlikely that our 
hypothesized nonmonotonic effects can be ascribed to this 
heterogeneity. 
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(1) Advertising = BDiscretionary Monies ;[1 + Agency Costs] 
+ YX, 


where the amount of advertising is influenced by the level 
of discretionary monies with a lag. Moreover, this relation- 
ship is moderated by agency costs. In addition, in Equation 
1, X is a large vector of covariates representing firm, mar- 
ket, and industry characteristics. It is included for proper 
specification. 

In our empirical work, it is more convenient to work 
with the following first-difference model: 


(2) AAdvertising = BADiscretionary Monies ;[1 + Agency Costs], 


where A denotes the first-difference operator with respect to 
time. In this specification, the coefficients associated with 
time-invariant covariates, Y, need not be estimated because 
they have been differenced out. 


Empirical Context, Data, Measures, 
and Estimation Equation 


Empirical Context 


Because our primary research question pertains to the 
impact of agency costs in allocating free cash flow, we 
exclude firms that experience negative earnings (no free 
cash flow). In addition, we separately analyze firms that 
experience an increase in earnings across two consecutive 
periods from those that experience a decrease in earnings 
across two consecutive periods. We recognize that from an 
estimation point of view, these firms are identical to firms 
that experience an increase in earnings. However, it is pos- 
sible that these latter firms are characterized by somewhat 
different dynamics. Specifically, to the extent that earnings 
in the first period serve as a reference point, management 
may come to view the situation in the second period as one 
of limited discretionary monies rather than excess discre- 
tionary monies. As such, firms that experience an increase in 
earnings provide us with a better context to examine the 
impact of agency costs on the allocation of free cash flow. 
(Subsequently, we also report findings among firms that 
experience a decrease in earnings.) 

Our initial sample is all 10,055 firms described in the 
Compustat database over the 1990-97 time period (approxi- 
mately 70,000 firm-year observations). (The Compustat 
database is a collection of financial statements gathered from 
the annual reports and Securities Exchange Commission fil- 
ings of nearly all publicly traded firms.) In this sample, many 
firms either have no advertising expenditures or invest too 
small an amount to report advertising expenditures as a sep- 
arate line item on their income statements. This causes a 
majority of firms to drop out of the sample. The extent of 
management ownership is gathered from the Marketbase 
database. (The Marketbase database provides a summary of 
stock ownership by directors and officers of a corporation as 
reported in filings and proxy statements submitted to the 
Securities Exchange Commission.) Consistent with our pre- 
vious discussion, we include only firms that report positive 
earnings across the two periods. In addition, after reducing 


the sample for the firms that do not report other necessary 
financial variables or are not covered in the Marketbase data- 
base, we are left with 2763 firm-year observations. 


Measures 


The measures we use in our empirical work follow directly 
from the model described in Equation 2. For expositional 
convenience, we describe our variables over the span of an 
upcoming period as well as a prior period rather than the 
span of two previous periods as suggested in Equation 2. 
The earnings at time 0, Eo, report the earnings for the period 
just ended.7 The earnings at time —1, E_, report the earnings 
for the previous period. We use the difference between these 
two amounts, Eg — E. ;, as our measure for ADiscretionary 
Monies. We label this key measure CHG EARN. The depen- 
dent variable is the change in the advertising budget 
between the period just ended, Ao, and the upcoming period, 
Ay, Our dependent variable is thus A, — Ao, and we label it 
CHG ADV. 

With respect to management ownership, we follow 
Morck, Shleifer, and Vishny (1988) and construct the fol- 
lowing variable (ownership refers to ownership by the top 
management team, i.e., board members): 


OWNERSHIP LOW = ownership, if ownership < .05 
= .05, if ownership > 05 


OWNERSHIP MED = 0, if management ownership < .05 
= ownership — .05, if .05 S ownership < .25 


= .20, if ownership > .25 


OWNERSHIP HIGH = 0, if ownership < .25 
= ownership — .25, if ownership > .25 


We use boundaries of .05 and .25 because they emerge in 
Morck, Shleifer, and Vishny's (1988) empirical investiga- 
tion. However, as these authors themselves point out, the 
exact cutoff points are nebulous because the extent of 
entrenchment is not likely to be perfectly correlated with 
ownership. Some management teams, by virtue of their 
tenure with the firm or status as founding family, may 
become entrenched with relatively small stakes. Moreover, 
although higher ownership will typically lead to deeper 
entrenchment, diminishing returns may set in well before 
50% ıs reached. These arguments notwithstanding, the sen- 
sitivity analysis conducted by Morck, Shleifer, and Vishny 
convinces us that the aforementioned boundaries are appro- 
priate for empirical work.8 





Earnings are frequently used to represent discretionary monies. 
We use EBITDA, that is, earnings before interest, taxes, deprecia- 
tion, and amortization. This measure is widely used in accounting 
and finance studies. 

8Subsequently, we also discuss sensitivity analysis pertaining to 
these boundaries. 


Estimation Equation 


In straightforward fashion, we use the following equation to 
investigate the effects we seek:9 


(3) CHG ADV = fo + B,|CHG EARN 
+ B;CHG EARN x OWNERSHIP LOW 
+ B3CHG EARN x OWNERSHIP MED 
+ B,CHG EARN x OWNERSHIP HIGH. 


Findings 

We organize our findings into three main parts. We first 
describe our sample characteristics. We then present our 
main findings. This is followed by additional evidence that 
supports the notion that our observed effects are not driven 
by omitted variables. Finally, we report findings pertaining 
to sensitivity analysis and present alternative specifications 
of our basic model to demonstrate the robustness of our 
findings. 


Sample Characteristics 


Here, we report sample characteristics for the 2763 firms 
that enjoy an increase in earnings across two consecutive 
periods. In our sample, the mean change in earnings is 
$15.42 million, and it varies from 0 to $944 million. Despite 
an increase in earnings, firms chose to decrease their adver- 
tising budgets in 780 (28.2%) cases. In the remaining 1983 
cases, firms increased their advertising budgets. The mean 
change in advertising is $2.61 million. It varies from 
—$97.70 million to $335.75 million. 

. Figure 3 displays the distribution of management own- 
ership in our sample. The distribution slopes downward as 
the level of ownership increases. The mean level of owner- 
ship on our sample is .30, with standard deviation .22. 

Table ] presents the simple correlation matrix for our 
analysis variables. We find that CHG EARN and the three 
interaction terms associated with CHG EARN are all posi- 
tively and significantly correlated with CHG ADV. As 
expected, there is a significant, positive correlation between 
CHG EARN and the three interaction terms associated with 
this variable. Indeed, two of these three correlations exceed 
.50. Moreover, there is a statistically significant, positive 
correlation within the three interaction terms associated with 
CHG EARN; two of the three correlations exceed .50. 





9Our measures and specification described in Equation 3 are sta- 
tistically equivalent to the standard specification recommended to 
estimate piecewise linear regressions (see, e.g., Neter, Wasserman, 
and Kutner 1985, p. 348). The standard specification would sug- 
gest the following four variables: CHG EARN, CHG EARN x 
Ownership, CHG EARN x (Ownership — .05) x Dummy 1, and 
CHG EARN x (Ownership — .25) x Dummy 2. Here, Dummy 1 = 
1 if Ownership > .05, 0 otherwise; Dummy 2 = | if Ownership > 
-25, 0 otherwise. This latter specification, however, would require 
us to collect coefficients to represent the impact of ownership in the 
[.05, .25] and [.25, 1.00] intervals; consequently, for expositional 
convenience, we follow the measures and specification described 
in Equation 3. 
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Finally, because we include sales in a variant of our basic 
model, we also report correlations between change in sales 
(CHG SALES) and the remaining variables. We find that 
CHG SALES is positively and significantly correlated with 
CHG ADV, CHG EARN, and the three interaction terms 
associated with CHG EARN. 

We also find that the advertising-to-sales ratio has a 
mean of 3.82% and a median of 2.06%. More important, 
the advertising-to-earnings ratio has a mean of 47.12% and 


FIGURE 3 
Distribution of Managerial Ownership in the 
Sample 








a median of 16.75%. This last finding suggests that adver- 
tising budgets are a large enough proportion of earnings 
that they will warrant scrutiny and ratification by the 
board. 


Findings 


We use ordinary least squares to estimate the model 
described in Equation 3, and the results are displayed in 
Table 2 (Model 1). The results reveal that the overall model 
is highly significant (p < .0000), with an adjusted R? of .40. 
All coefficients have the expected sign and are significant at 
the .01 level. We find that changes in the level of earnings 
have a significant impact on the advertising budget for the 
upcoming period. On average, for a firm with no manage- 
ment ownership, a substantial amount of each discretionary 
dollar, namely, $.262, is reinvested in advertising. This level 
of reinvestment in advertising, expressed as a fraction of 
advertising in the current period, can be fairly substantial. 
Specifically, the median reinvestment is approximately 
28.2% of the current advertising budget. We are quick to 


É point out, however, that this large reinvestment need not 
ë indicate the use of the affordability heuristic. It could simply 
5 be a manifestation of the percentage of sales method advo- 
š cated by Nerlove and Arrow (1962) or the insurance argu- 
Š ment discussed previously. 

In contrast, our findings with respect to the three inter- 
action terms can potentially shed light on the impact of 
agency costs in allocating discretionary monies. The coeffi- 
cient associated with OWNERSHIP LOW is negative and 
statistically significant, which implies that in the 096—596 
ownership range, each percentage point of management 
ownership reduces the amount of the discretionary dollar 

Percentage of Managerial Ownership reinvested in advertising by $.0612. This finding reveals that 
: as managers begin to bear the cost of advertising, they 
TABLE 1 
Correlation Matrix of Variables (n = 2763) 
CHG CHG CHG 
EARN x EARN x EARN x 
CHG CHG OWNERSHIP OWNERSHIP OWNERSHIP CHG 
ADV EARN LOW MEDIUM HIGH SALES 
CHG ADV 1.00 
CHG EARN .53 1.00 
(.00) 
CHG EARN x .24 .76 1.00 
OWNERSHIP (.00) (.00) 
LOW 
CHG EARN x .24 52 WC 1.00 
OWNERSHIP (.00) (.00) (.00) 
MEDIUM 
CHG EARN x .08 ` .19 .30 .54 1.00 
OWNERSHIP (.00) (.00) (.00) (.00) 
HIGH 
CHG SALES .47 .70 .63 .57 .15 1.00 
(00) (00) (.00) (.00) (.00) (.00) 


Notes: All correlations are significant at the p < 01 level. 
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TABLE 2 


Regression Results (Dependent Variable: Change in Advertising; Analysis Restricted 


to Increases in Earnings) 


Expected 
Variable Sign 
CHG EARN + 
CHG EARN x E 
OWNERSHIP LOW 
CHG EARN x + 
OWNERSHIP MEDIUM 
CHG EARN x = 
OWNERSHIP HIGH 
CHG SALES + 


CHG EARN x Two-Digit SIC Dummies 
13 Oil and gas extraction 
15 Building construction 
16 Heavy construction 
21 Tobacco products 
22 Textile mill products 
24 Lumber and wood 
25 Furniture and fixtures 
26 Paper and allied products 
27 Printing and publishing 
28 Chemicals and allied products 
29 Petroleum refining 
30 Rubber and plastic products 
32 Stone, clay, glass, and concrete prodigis 
33 Primary metal industries 
34 Fabricated metal products 
35 Industrial machinery and computer equipment 
36 Electronic equipment 
37 Transportation equipment 
38 Measuring equipment, photography, and watches 
39 Miscellaneous manufacturing industries 
48 Communications 
50 Durable goods 
51 Nondurable goods 
57 Home furniture and furnishings 


65 Real estate 


Model 1 
Estimate 


.2620*** 
(38.94) 
—0612*** 
(22.44) 
.0136*** 
(13.74) 
—.0034*** 
(4.32) 


Model 2 
Estimate 


.2250*** 
(29.49) 
—.0592*** 
(-22.02) 
.0103*** 
(10.04) 
—0019** 
(-2.42) 
.0123*** 
(9.82) 


Model 3 
Estimate 


.1120*** 


(2.70) 
—09127** 

(7.09) 
.1170*** 

(10.15) 
~.2830*** 
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TABLE 2 


Continued 
Expected Model 1 Model 2 Model 3 
Varlable Sign Estimate Estimate Estimate 
70 Hotels, rooming houses, and camps SC 
73 Business services —.1220*** 
(73.78) 
87 Engineering, accounting, research, —0111 
management, and related services (—.02) 
CHG EARN x Year Dummles 
Y89 —,2280*** 
(74.70) 
Y90 .0154 
(.26) 
Y91 —.0598 
(—1.04) 
Y92 .0612 
(1.22) 
Y93 .0182 
(.04) 
Y94 —.0431 
(—.65) 
Y95 —.0848* 
(71.64) 
Y96 .0784*** 
(8.30) 
Adjusted R? A0 42 .63 


De — v = 


*Significant at the p < .10 level 

**Signiflcant at the p < 05 level. 

***Signrficant at the p < .01 level. 

Notes. n = 2763; t-statistics are in parentheses. 


become more circumspect about investing discretionary dol- 
lars back into advertising. 

The coefficient associated with OWNERSHIP MED is 
positive and statistically significant, implying that in the 
595—2596 ownership range, each percentage point of man- 
agement ownership increases the amount of the discre- 
tionary dollar reinvested in advertising by $.0136. This find- 
ing is consistent with our conjecture that as managers 
become entrenched, they will begin to pump up advertising 
expenditures with a view toward empire building. 

Finally, as hypothesized, the coefficient associated with 
OWNERSHIP HIGH is negative and statistically signifi- 
cant. Economically, this implies that in the 25%—100% 
ownership range, each percentage point in ownership 
decreases the amount of the discretionary dollar reinvested 
in advertising by $.0034. As expected, this change 1n invest- 
ment policy occurs because the high level of ownership 
causes managers to become careful about how discretionary 
dollars are allocated.!0 





lORecall that the partial correlation matrix reveals a positive cor- 
relation between the three interaction terms and our dependent 
variable, CHG ADV. Here, however, we describe two negative 
coefficients and one positive coefficient To reconcile this, note that 
the three interaction terms are all positively correlated with CHG 
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To better understand the manner in which discretionary 
dollars are reinvested in advertising, we plot the fraction of 
earnings that is reinvested as a function of the level of man- 
agement ownership. We obtain this graph in straightforward 
fashion by using the coefficients associated with CHG 
EARN and its interaction with the three ownership terms 
(see Figure 4). 

Figure 4 reveals the aforementioned effects pictorially. 
Initially, management ownership has a strong negative 
impact on the fraction of earnings that is reinvested in adver- 
using. However, this pattern reverses for intermediate levels 
of ownership and reverses again as ownership reaches high 
levels. The proportion of discretionary earnings reinvested 
in advertising is approximately similar at zero ownership 
and at an ownership level of approximately 2596. At both 
these levels, about one-quarter of each discretionary dollar 
is reinvested in advertising. Because this latter maxima is 
observed in a domain in which both convergence and 





EARN. CHG EARN, in tum, is positively correlated with CHG 
ADV. Therefore, it is likely that the positive correlation between 
the three interaction variables and CHG ADV is driven by the 
underlying association between CHG EARN and CHG ADV. 
Indeed, after controlling for CHG EARN in the regression, we 
obtain the hypothesized effects 
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entrenchment effects are at work, it 1s obvious that the rein- 
vestment due to entrenchment alone is larger than the rein- 
vestment arising at a firm with zero managerial ownership 
Oe, no convergence or entrenchment effects). Thus, the sin- 
gular impact of entrenchment can be fairly substantial. 

Overall, our findings are consistent with the postulated 
interplay between convergence and entrenchment effects: 
The reinvestment in advertising varies nonmonotonically as 
the level of managerial ownership increases. Specifically, 
managers who are entrenched spend a greater proportion of 
discretionary dollars on advertising than do managers who 
are effectively disciplined by the market or managers who 
bear the full cost of advertising expenditures. 

Next, we run a second regression in which we include 
the change in sales as a potential control variable. In effect, 
we use the difference in sales at time 0, So, and time —1, S ;, 
to account for the conjecture that some firms may be influ- 
enced by the level of previous sales in setting their advertis- 
ing budgets. Given our first-difference specification, we 
label this variable, Sg — S_}, as CHG SALES. The results 
including this variable are displayed in Table 2 (Model 2). 

This model has an adjusted R? of .42, an improvement 
of only about 2 percentage points over the previous model. 
As before, all coefficients have the expected signs and are 
statistically significant. Here, we find that only a relatively 
small amount, namely, $.0123, is reinvested in advertising 
per dollar of sales increase. Overall, this set of findings sug- 
gests that CHG SALES is not as salient as CHG EARN ın 
the advertising budgeting process. These findings further 
justify our focus on the role of earnings in explaining 
changes in advertising budgets. 


Finally, recognizing that there may be considerable het- 
erogeneity across industries in the fraction of earnings that 
is reinvested in advertising, we extend our basic model by 
including interaction terms for each industry. Following the 
work of Chauvin and Hirschey (1993) on advertising expen- 
ditures, we employ two-digit Standard Industrial Classifica- 
tion (SIC) codes to serve as our proxy for industry dummies. 
We also include dummies for the different years to account 
for structural changes that may have occurred over time. 
These results are also reported in Table 2 (Model 3). 
Although specifying expected signs by industry is outside 
the scope of this article, we do find industry-specific effects: 
The overall R2 for the model increases to .63. Moreover, of 
a total of 28 industries,!! 12 of the SIC x CHG EARN terms 
are statistically significant. In addition, three of the Year x 
CHG EARN are significant, implying structural changes 
over time. Our main findings remain unchanged from both a 
statistical and a substantive point of view. These findings 
give us confidence that our observed effects are not being 
driven by differences in advertising budgeting practices 
across industries and time. 


Omitted Variable Bias 


Here, we allow for the possibility that our estimation equa- 
tion is incompletely specified and our findings are driven by 


HAny SIC codes with few firms are lumped into an “other” cat- 
egory This is the category that is excluded in the estimation 
equation. š 
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excluded variables. Aithough such a conjecture is indeed 
reasonable for any model, it is less of a concern for our 
model for two reasons: First, the interaction terms are 
hypothesized to vary in a nonmonotonic manner. As such, 
any bias arising from omitted variables must also vary in a 
systematic manner to render our findings spurious. Second, 
our first-difference specification alleviates this problem to 
some extent (see, e.g., the discussion of this point by Ander- 
son, Banker, and Ravindran [2000] and the references con- 
tained therein). Nevertheless, as a further test, we present 
results from estimating the model presented in Equation 3 
among firms that experience positive earnings in two peri- 
ods but have a lower level of earnings in the latter period. As 
mentioned previously, these firms are identical to those that 
experience an increase in earnings from an estimation point 
of view. However, they differ in an important manner from 
a behavioral perspective. Specifically, the drop in earnings 
may cause management to view the firm’s situation as one 
of limited discretionary monies rather than excess discre- 
tionary monies. Consequently, the hypothesized agency 
effects pertaining to the allocation of excess discretionary 
monies should be less pronounced within this domain. 

Accordingly, we analyze 1141 firms that experience a 
decrease in earnings across two consecutive periods. Sur- 
prisingly, in this subsample, 646 (56.6%) increased their 
advertising budget despite the decrease in earnings. The 
remaining 495 decreased their advertising budget as a result 
of depressed earnings. As before, we use ordinary least 
Squares to estimate a model with CHG ADV as the depen- 
dent variable and CHG EARN and its interaction with man- 
agement ownership as the independent variables. The results 
are displayed in Table 3. 

Table 3 reveals that the model has much lower explana- 
tory power in this domain (R2 = .02). If our previous find- 
ings were indeed being driven by omitted variables, we 
would have observed a comparable role for these variables 
in this domain. This is not the case here. Moreover, three of 
four coefficients are statistically significant, but with signs 
opposite from those expected. Overall, these findings sug- 
gest that perceptions of excess cash flow are driven by both 
the presence of positive earnings and the trend in earnings. 


In any case, these findings weaken the argument that our 
observed effects are being driven by an omitted variable 
bias. 


Sensitivity Analysis: Cutoff Points and 
Construction of Ownership Variable 


To examine whether our model is sensitive to the cutoff ` 
points used for ownership and/or our construction of the 
ownership variable, we estimate our basic model employing 
a cubic polynomial in the level of ownership. The results are 
displayed in Table 4. Compared with our basic model, this 
model has a somewhat lower fit: The adjusted R2 is .36. 
Using the coefficients, we plot the reinvestment graphically. 
This is displayed in Figure 5. We find a similar pattern of 
nonmonotonic effects, though the boundaries seem to be 
shifted somewhat to the right to 13% and 57%. This right- 
ward shift in the cutoff points may be driven, in part, by the 
difficulty of the cubic polynomial to change direction. Sim- 
ilarly, the large negative reinvestment at high levels of own- 
ership is likely driven by the fact that the cubic function 
explodes at high levels of its argument. Overall, however, 
our main message of nonmonotonic effects prevails, though 
we concede that some doubt is cast about the exact location 
of the cutoff points. 


Alternative Specifications 


We also run a basic model with change in earnings modified 
by the logarithm and square root transformation. In both 
cases, all independent variables continue to be statistically 
significant. The adjusted R2, however, drops to 15% and 
30%, respectively. Overall, these transformations do not 
affect the substantive impact of our empirical findings. 


Contributions, Limitations, and 
Conclusions 


Despite large monetary outlays, advertising budgeting is a 
poorly understood topic. Research conducted over a period 
of two decades suggests that the vast majority of firms are 
overadvertising (Aaker and Carman 1982; Prasad and Sen 
1999). Moreover, empirical surveys report that practitioners 


TABLE 3 
Regression Results (Dependent Variable: Change In Advertising; Analysis Restricted 
to Decreases in Earnings) 


Variable 


Expected Sign Estimate 
— n. L —.-. ECS Hato 


CHG EARN 

CHG EARN x OWNERSHIP LOW 
CHG EARN x OWNERSHIP MEDIUM 
CHG EARN x OWNERSHIP HIGH 


Adjusted R2 


n —0819** 
- .0505** 
+ . . -0148* 


~ .0016 
(.98) 


.02 
"Significant at the p < .05 level. 


**Signlficant at the p < 01 level 
Notes. n = 1141, t-statistics are in parentheses. 
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TABLE 4 
Regression Results (Dependent Variable: Change in Advertising; Cubic in Ownership) 


Variable 


Expected Sign Estimate 
CHG EARN + .2020* 
` (85.78 
CHG EARN x OWNERSHIP - zn» 
(74.36) 
CHG EARN x OWNERSHIP SQUARE + .00002841* 
42 
CHG EARN x OWNERSHIP CUBE _ een 
I (712.16) 
Adjusted R? 36 
“Significant at the p < .01 level. 
Notes: n = 2763; t-statistics are In parentheses. 
FIGURE 5 
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frequently employ heuristics such as the affordability 
method in setting their advertising budgets (Tellis 1998). 
Given this state of affairs, it is not surprising that marketing 
scholars have highlighted the need for additional research on 
the topic of advertising budgeting. In addition, an area often 
identified for further research is the impact of the incentive 
structure on advertising budgeting decisions (Prasad and 
Sen 1999). This research responds to these calls, from both 
a theoretical and an empirical perspective. 

Following research in the finance literature, we first 
show that the impact of the incentive structure on the adver- 
tising budgeting decision is complex. Specifically, a key 
incentive tool, namely, managerial ownership, predicts a 
nonmonotonic effect on the use of the affordability method. 
In particular, managerial ownership gives rise to a mix of 
convergence and entrenchment effects. Therefore, as owner- 


ship increases from 0% to 10096, we hypothesize that self- 
interested managers will first decrease, then increase, and 
finally decrease their propensity to reinvest excess cash into 
advertising. The identification of such nonmonotonic effects 
within the advertising context is an important theoretical 
contribution of our work. 

Empirically, we find that the fraction of discretionary 
dollars reinvested in advertising varies systematically with 
the level of managerial ownership. These findings are note- 
worthy because they uncover a hitherto indocumented rela- 
tionship, namely, that of a nonmonotonic relationship 
between the use of the affordability heuristic and the level of 
managerial ownership. This finding, coupled with those 
reported in the accounting and finance literature, paves the 
way toward an empirical generalization that would link 
agency costs and the allocation of discretionary monies in a 
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wide variety of settings. This second contribution of our 
work is also important because, as Bass and Wind (1995) 
note, empirical generalizations are the building blocks of 
science. 

Finally, our findings provide an explicit manifestation of 
the theory documented by Morck, Shleifer, and Vishny 
(1988). Although these researchers convincingly demon- 
strate that firm value varies nonmonotonically with owner- 
ship levels, our study suggests one route by which this rela- 
tionship might come about. Specifically, our empirical 
findings suggest that entrenched managers tend to dissipate 
firm value by overspending on advertising. This identifica- 
tion of a specific mechanism by which firm value is dissi- 
pated is important in tts own right. It also underscores the 
importance of marketing resource allocation decisions in 
influencing firm value. These insights constitute a third con- 
tribution of our research. 

Our work also offers specific managerial implications. 
In particular, our findings suggest that one way to enhance 
the advertising budgeting process is to redesign the reward 
Structure so as to bring about greater goal alignment 
between managers and owners. In scenarios in which it is 


difficult to bring about goal alignment through the right 
level of managerial ownership, our research informs stake- 
holders that they need to institute alternative mechanisms to 
govern the advertising budgeting process. Our research also 
informs key decision makers that such scenarios are likely to 
occur for intermediate levels of managerial ownership. 

Our research is not without limitations. Given the aggre- 
gate level of data we analyze, we are unable to verify with 
certainty if our observed effects are indeed being driven by 
the micro-level processes that we suggest. In other words, 
although our data are consistent with a view in which the 
motivations of board members are ultimately injected into 
the advertising budgeting decisions of various divisions of 
the firm, we are unable to establish that this is indeed the 
process. There is a need for additional research, conducted 
perhaps with qualitative techniques, that will provide a 
deeper understanding of the relationship among free cash 
flow, agency costs, and the affordability method of advertis- 
ing budgeting. We hope our research will stimulate such 
efforts. 


___—_—_—_—_——— a m  aarrra 
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1. THE MARKETING ENVIRONMENT 


1.1 Consumer Behavior 
See also 70, 71, 87, 89, 95, 96, 98, 99, 101, 107, 109, 
112, 138, 139, 157, 158, 159, 171, 183, 186 


The High Road. John Fetto, American Demographics, 23 (Janu- 
ary 2001), pp. 46-47. [Discussion, Pickup truck and utility vehicle 
owners, Demographic characteristics, Lifestyles, Statistical data.] 

1 


The Ex-Files. Joan Raymond, American Demographics, 23 (Feb- 
ruary 2001), pp. 60-64. [Discussion, Divorce, Financially disen- 
franchised women, Shopping behavior, Consumer expenditures, 
Market potentials, Market strategy, Statistical data.] 2 


The Forgotten Baby Boom. Alison Stein Wellner, American 
Demographics, 23 (February 2001), pp. 46-51. [Discussion, Black 
boomers, Discrimination, Comparisons, Whites, Responses to dif- 
ferent marketing messages, Impacts, Education, Income, Statistical 
data ] 3 


Response Latency Verification of Consumption Constellations: 
Implications for Advertising Strategy. Tina M. Lowrey, Basil G 

Englis, Sharon Shavitt, and Michael R. Solomon, Journal of 
Advertising, 30 (Spring 2001), pp. 29—39 [Literature review, 
Experiment, Reaction time patterns implied by three processing 
alternatives, Prototypicality of each stimulus to aspirational versus 
avoidance lifestyles, Statistical analysis ] 4 


The Effects of Sexual Social Marketing Appeals on Cognitive 
Processing and Persuasion. Tom Reichert, Susan E. Heckler, and 
Sally Jackson, Journal of Advertising, 30 (Spring 2001), pp. 
13-27. [Literature review, Hypotheses, Experiment, Sexual 
appeals were more persuasive overall than matched nonsexual 
appeals for social marketing topics, Sexual appeals also stimulated 
more favorable ad execution-related thoughts but had a negative 
effect on cognitive elaboration, Statistical analysis. ] 5 


Consumer Responses to Tropes in Print Advertising. Mark Ton- 
car and James Munch, Journal of Advertising, 30 (Spring 2001), 
pp 55-65. [Literature review, Hypotheses, Experiment, Impacts, 
Depth of cognitive processing, Product and ad attitude, Recall, Sta- 
tistical analysis.] 6 


The Effects of Nutrition Information on Consumer Choice. 
George Baltas, Journal of Advertising Research, 41 (March/April 
2001), pp. 57-63. [Literature review, Data collection (TN-AGB 
Superpanel), Individual brand-choice decisions are shown to 
depend on the disclosed information in a way that varies across 
consumers and nutrition attributes, Discrete choice analysis, Impli- 
cations for product management and marketing communications. ] 

7 
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The Effects of Ethnicity and Product on Purchase Decision 
Making. Youn-Kyung Kim and Jikyeong Kang, Journal of Adver- 
tising Research, 41 (March/April 2001), pp. 39-48. [Literature 
review; Hypotheses; Survey of blacks, Hispanics, and whites; Dis- 
tinct patterns in informational influences (media and reference 
group) and perceptions of store attribute importance, with patterns 
differing among products; Statistical analysis; Implications for 
advertisers. ] 8 


Consumer Research for Consumers. Max H. Bazerman, Journal 
of Consumer Research, 27 (March 2001), pp. 499-504. [Con- 
sumer-focused approach, Impacts, Decision making, Purchasing, 
Biases, Actions of other parties in the marketplace, Applications ] 

9 


The Impact of Common Features on Consumer Preferences: A 
Case of Confirmatory Reasoning. Alexander Chernev, Journal of 
Consumer Research, 27 (March 2001), pp. 475-88. [Literature 
review; Three studies; In the context of a choice task, only attrac- 
tive features were found to enhance subjects’ already established 
preferences and this effect was more pronounced for consumers 
with already established brand preferences; Managerial 1mplica- 
tions.] 10 


Avoiding Future Regret in Purchase-Timing Decisions. Alan D. 
J. Cooke, Tom Meyvis, and Alan Schwartz, Journal of Consumer 
Research, 27 (March 2001), pp. 447-59. [Literature review; 
Hypotheses; Four experiments; Pre- and postpurchase compar- 
isons; Impacts; [Information learned after the purchase; Price; Sub- 
jects who were exposed to postchoice information set higher deci- 
sion thresholds, consistent with the minimization of future regret; 
Statistical analysis.] 11 


“What Is It?" Categorization Flexibility and Consumers’ 
Responses to Really New Products. C. Page Moreau, Arthur B. 
Markman, and Donald R Lehmann, Journal of Consumer 
Research, 27 (March 2001), pp. 489-98. [Literature review; 
Hypotheses; Two experiments; The first plausible category label 
provided to consumers significantly influences their categoriza- 
tions, expectations, and preferences; Impacts; Advertisers’ limits 
on type of information transferred from each category.] 12 


Brand Community. Albert M Muniz Jr. and Thomas C. O’Quinn, 
Journal of Consumer Research, 27 (March 2001), pp. 412-32 [Lit- 
erature review; Specialized, nongeographically bound; Based on a 
structured set of social relations among admirers of a brand; Use of 
2thnographic and computer-mediated environment data to explore 
characteristics, processes, and particularities; Factors; Shared con- 
sciousness; Rituals and traditions; Sense of moral responsibility; 
Assessment; Implications. ] 13 


The Economics of Consumer Knowledge. Brian T. Ratchford, 
lournal of Consumer Research, 27 (March 2001), pp 397-411. 
Literature review; Models explaining life cycle consumption pat- 
erns, lifestyles, brand loyalty, choice of features, and search 
xehavior; Comparisons with other consumer research on these 
opics ] 14 


Zffects of Payment Mechanism on Spending Behavior: The 
tole of Rehearsal and Immediacy of Payments. Dilip Soman, 
lournal of Consumer Research, 27 (March 2001), pp. 460-74. [Lit- 
rature review, Hypotheses, Two experiments, Past payments 
itrongly reduce purchase intention when the payment mechanism 
equires the consumer to write down the amount paid (rehearsal) 
ind when the consumer's wealth is depleted immediately rather 
han with a delay (immediacy), Statistical analysis.] 15 


uiterally Literacy. Melanie Wallendorf, Journal of Consumer 
tesearch, 27 (March 2001), pp. 505-11 [Literature review, Socio- 
‘ultural perspective, Ties between literacy and research programs 
n consumer behavior (responses to persuasion, affect and decision 
naking; meanings of products and brands; social marketing of 


health behaviors; consumption, identity, and resistance; impact of 
internet), Assessment, Implications.] 16 


The Millennial Consumer in the Texts of Our Times: Exhibi- 
tionism. Morris B. Holbrook, Journal of Macromarketing, 21 
(June 2001), pp. 81-95. [Discussion, Aspects of the social self, 
Celebrity status, Accumulation of spectacles, Motion pictures have 
altered our sense of reality, Overconsumption, Material posses- 
sions, Luxury fever, Examples.] 17 


Experiential Value: Conceptualization, Measurement and 
Application in the Catalog and Internet Shopping Environ- 
ment. Charla Mathwick, Naresh Malhotra, and Edward Rigdon, 
Journal of Retailing, 77 (Spring 2001), pp. 39—56. [Literature 
review, Hierarchical model, Data collection (national sample), 
Scales, Value (intrinsic, extrinsic, active, reactive), Impacts, Aes- 
thetics, Playfulness, Service excellence, Customer ROI, Statistical 
analysis.] 18 


Perceptions and Realities of Male Shopping Behavior. Cele 
Otnes and Mary Ann McGrath, Journal of Retailing, 77 (Spring 
2001), pp. 111-37. [Literature review, Data collection, Stereo- 
types, Grab and go, Whine and/or wait, Feat of the feminine, The- 
ory (gender role transcendence, achievement orientations, "femi- 
nine” shopping behaviors, evolving Internet, achievement 
outcomes), Assessment.] 19 


1.2 Legal, Political and Economic Issues 
See also 103, 144, 145, 146, 164, 180 


Somebody Kicked the Sleeping Dog—New Bite in the Foreign 
Corrupt Practices Act. Tipton F. McCubbins, Business Horizons, 
44 (January/February 2001), pp 27-32. [Discussion, Origins of the 
Act, Targeted individuals (domestic concerns, issuers), Statutory 
prohibitions, Permissible payments, Reporting requirements, 
Knowledge of corruption, Assessment.] 20 


Product Liability: Its Impact on the Auto Industry, Con- 
sumers, and Global Competitiveness. Rama Yelkur, Janet Morri- 
son, Erwin H. Steiner, and lan Schmehl, Business Horizons, 44 
(March/Apn! 2001), pp. 61-66. [Discussion, Litigation, Jury 
Awards, Court decisions, Tort reform through legislation, Assess- 
ment.] 21 


Shippers Unimpressed by Rail Rules. Brian Milligan, Purchas- 
ing, 130 (February 8, 2001), pp. 51-53 [Surface Transportation; 
Board; Regulation; Impacts of rail mergers on service, competi- 
tion, rates, and public interest; Merger moratorium; Need for con- 
tingency plans to address problems; Conditions facing merging as 
compared with nonmerging carriers; Assessment.] 22 


1.3 Ethics and Social Responsibllity 
See also 20, 22, 103, 139, 140, 142, 148 


The Impact of Jewish Values on Marketing and Business Prac- 
tices. Hershey H Friedman, Journal of Macromarketing, 21 (June 
2001), pp. 74-80. [Law versus ethics, Honesty in the marketplace, 
Employer-employee relations, Social responsibility, Attitude 
toward business and wealth, Biblical examples ] 23 


Design for the Environment: A Quality-Based Model for Green 
Product Development. Chialin Chen, Management Science, 47 
(February 2001), pp. 250-63. [Literature review, Demand (conjoint 
analysis to structure preferences of ordinary and green customers), 
Supply (optimal product design and market segmentation to ana- 
lyze strategic decision making), Impacts, Economic and environ- 
mental consequences, Assessment, Managerial and policy implica- 
tions ] 


Are Your Salespeople Ripping You Off? Erin Strout, Sales and 
Marketing Management, (February 2001), p. 56-60, 62 Discus- 
sion, Doctored expense reports, Double commissions, Moonlight- 
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ing for the competition, Impacts, Productivity, Turnover, Increased 
demand for hiring and training, Examples.] 25 


2. MARKETING FUNCTIONS 


2.1 Management, Planning, and Strategy 
See also 63, 65, 67, 72, 73, 74, 75, 76, 77, 79, 82, 83, 86, 
89, 90, 91, 92, 93, 102, 111, 118, 120, 128, 130, 133, 134, 
137, 141, 147, 149, 153, 154, 155, 162, 167, 168, 172, 176, 
182, 184, 187, 188, 189, 190, 191, 192, 193, 194, 195, 196, 
198 


Personal Knowledge, Corporate Information: The Challenges 
for Competitive Intelligence. M. Carl Drott, Business Horizons, 
44 (March/April 2001), pp 31-37. [Discussion, Comparisons, 
Individually integrated/corporately integrated, Dispersed/distrib- 
utable, Low-cost/expensive, Accidental/structured, Open/closed, 
Temporary/permanent, Knowledge/information, Assessment, 
Guidelines ] 26 


How to Implement a Customer Satisfaction Program. Earl Nau- 
mann, Donald W. Jackson Jr., and Mark S. Rosenbaum, Business 
Horizons, 44 (January/February 2001), pp. 37-47 [Discussion, 
Factors, Top management support, Customer information, Bench- 
marking, Employee input and action, Financial evaluation, Appli- 
cation.] 27 


Not All M & As Are Alike—And That Matters. Joseph L Bower, 
Harvard Business Review, 79 (March 2001), pp. 92-101. [Discus- 
sion, Mergers and acquisitions, Scenarios (overcapacity, geo- 
graphic roll-up, product or market extension, R&D, industry con- 
vergence), Assessment, Recommendations.] 28 


Strategy as Simple Rules. Kathleen M. Eisenhardt and Donald N. 
Sull, Harvard Business Review, 79 (January 2001), pp. 106-16. 
[Discussion, Key processes, Approaches (position, resources, sim- 
ple rules), Rule types (how-to, boundary, prionty, timing, exit), 
Optimal numbers, Rule creation, Examples.] 29 


Iunovation at the Speed of Information. Steven D. Eppinger, 
Harvard Business Review, 79 (January 2001), pp 149-58 [Dis- 
cussion, Product development, Design structure matrix, Optimiz- 
ing information flows (rearrange sequence of tasks, revisit task 
organization, reduce information exchanges, manage unplannable 
rework), Applications.] 30 


Breakthrough Bargaining. Deborah M. Kolb and Judith 
Williams, Harvard Business Review, 79 (February 2001), pp 
88-97. [Personal interviews, Shadow negotiation, Obvious when 
participants hold unequal power, Moves (power, process, apprecia- 
tive), Assessment. ] 


The Fear Factor. Fiona Lee, Harvard Business Review, 79 (Janu- 
ary 2001), pp. 29-30 [Status-conscious employees often keep their 
good ideas to themselves, afraid to test them in the workplace; 
Impacts, Management support, Freedom to experiment, Assess- 
ment ] 32 


Getting 360-Degree Feedback Right. Maury A. Peiperl, Harvard 
Business Review, 79 (January 2001), pp. 142-47. [Discussion, 
Paradoxes (roles, group performance, measurement, rewards), 
Assessment, Managerial implications. ] 33 


Understanding Competence at Work. Jorgen Sandberg, Harvard 
Business Review, 79 (March 2001), pp. 24, 26, 28. [Personal inter- 
views, Subgroups of employees, each with a distinct job definition, 
work focus, and list of preferred skills; Optimizers (sequential, 
interactive, customer), Assessment ] 34 


Enlightened Experimentation: The New Imperative for Inno- 
vation. Stephan Thomke, Harvard Business Review, 79 (February 
2001), pp. 66-75 [Discussion, Costs, R&D, Factors, Organize for 
rapid experimentation, Avoid mistakes, Anticipate and exploit 
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early information, Combine new and traditional technologies, 
Examples.] 35 


Ivey Business Journal, 65 (March/April 2001), pp. 16-63, 74-81. 
[Seven articles on intellectual capital, Measuring the value, Legal 
aspects, Employee knowledge, Communities of practice, Knowl- 
edge management, Brand equity, Case study.] 36 


The Failure of Strategy: It’s All in the Execution. Eric Beauden, 
Ivey Business Journal, 65 (January/February 2001), pp. 64-68. 
{Historical discussion, Implementation prerequisites, Clarification 
equals interpretation plus acceptance, Engagement equals commit- 
ment plus competence, Sustainability equals flexibility plus pace, 
Success, Guidelines.] 37 


Redefining Customer Loyalty, the Customer’s Way. Mukarram 
Bhatty, Rod Skinkle, and Thomas Spalding, Ivey Business Journal, 
65 (January/February 2001), pp. 13-17. [Discussion, Retail mar- 
keting strategies and business focus, Relationship drivers and core 
services, Reasons for leaving, Assessment, Success, Guidelines. ] 

38 


Dot-Com Boards: Not for the Faint of Heart. P. Michael Maher, 
Malcolm C. Munro, and Flora Stormer, Ivey Business Journal, 65 
(March/April 2001), pp. 64-70. [Discussion, Comparisons, Tradi- 
tional directors, Skills (adviser, investor, mentor, student, vision- 
ary, talent scout, strategist, executioner), Assessment. ] 39 


Five Keys to Effective E-cruiting. Kim Peters, Ivey Business 
Journal, 65 (January/February 2001), pp. 8-10. [Discussion, Fac- 
tors, Practically no acquisition cost, Job postings offer almost 
unlimited space, Follow-up online applications, Manage the 
recruitment process, Specific job sites, Examples.] 40 


Corollaries of the Collective: The Influence of Organizational 


' Culture and Memory Development on Perceived Decision- 


Making Context. Pierre Berthon, Leyland F. Pitt, and Michael T. 
Ewing, Journal of the Academy of Marketing Science, 29 (Spring 
2001), pp. 135-50. [Literature review, Model presentation, Survey 
of manufacturing companies (dyadic questionnaire sets), Impacts, 
Cultures (externally and internally focused, organic process, mech- 
anistic), Statistical analysis, Managerial implications, UK ] 41 


The Effects of Downsizing on Organizational Buying Behavior: 
An Empirical Investigation. Jeffrey E. Lewin, Journal of the 
Academy of Marketing Science, 29 (Spring 2001), pp 151-64. 
[Theoretical discussion, Hypotheses, Survey of purchasing profes- 
sionals, Impacts, Buying center structure (centralization, formal- 
ization, participation), Purchase participant (role conflict, risk 
aversion, organizational commitment), Statistical analysis, Man- 
agerial implications ] 42 


Ten Commandments of Succeeding in the Forecasting Func- 
tion. Chaman L. Jain, Journal of Business Forecasting, 20 (Spring 
2001), pp. 2, 28, 36. [Quantitative and computer expertise, Com- 
munication skills, Team player, Academic background, Software 
and forecasting systems expertise, Passion for learning, Be a sales- 
person, Learn corporate culture, Patience, Assessment.] 43 


Journal of Business Research, 51 (March 2001), pp. 169—247. 
[Seven articles on dynamics of strategy, Uncertainty reduction, 
Nonlinear dynamics and duopolistic competition, Socioregulatory 
upheaval, Strategic choices, Key success factors for excellence in 
performance, Scenario planning, Managing information systems.] 

44 


Managerial Ratings of In-Role Behaviors, Organizational Citi- 
zenship Behaviors, and Overall Performance: Testing Different 
Models of Their Relationship. Kevin Barksdale and Jon M. 
Werner, Journal of Business Research, 51 (February 2001), pp. 
145-55 [Literature review, Survey of managers, Dimensions of 
performance (in-role behavior, altrutsm, conscientiousness), Statis- 
tical analysis.] 45 


Strategic Human Resource Management, Market Orientation, 
and Organizational Performance. Lloyd C. Harris and 
Emmanuel Ogbonna, Journal of Business Research, 51 (February 
2001), pp. 157-66. [Literature review, Proposition, Survey of 
firms, The association between strategic human resource manage- 
ment and performance is mediated by the extent of market orienta- 
tion exhibited by the organization, UK.] 46 


Journal of Business Strategy, 22 (January/February 2001), pp. 
20-27. [Three articles on making mergers work, Principles of suc- 
cessful integration, Expended due diligence, Customer percep- 
tions, Added value, Risk management, Examples.] 47 


Thinking Inside the Box. Alberto Ruocco and Thea Durfee, Jour- 
nal of Business Strategy, 22 (January/February 2001), pp. 10-13. 
[Discussion, e-Biz in a Box Model, Products, Companies, Degree 
of attribution, Value, Quadrants (buddy up, bet the farm, death, 
bullseye), Applications.] 48 


Building a Solutions-Based Organization. Steve Sheridan and 
Nick Bullinger, Journal of Business Strategy, 22 (January/February 
2001), pp. 36-40. [Needs gathering (customers, solution teams), 
Solution-based sales process, Lower cost channels, Knowledge 
building, Management processes and leadership, Success, Factors.] 

49 


Reversing the Value Chain. Jim Webb and Chas Gile, Journal of 
Business Strategy, 22 (March/April 2001), pp. 13-17. [Business 
process design, Organization focus (customers, sales and distribu- 
tion channels, products and services, business processes, core com- 
petency), Technology and business strategy, Assessment ] 50 


Benchmarking Internal Supply Chain Performance: Develop- 
ment of a Framework. Janat Shah and Nitin Singh, Journal of 
Supply Chain Management, 37 (Winter 2001), pp 37-47. [Discus- 
sion, Data collection (PROWESS), Opportunity analysis, Cost pro- 
files, Working capital productivity, Case study, Paint industry, 
India ] 51 


Long Range Planning (UK), 34 (April 2001), pp. 115-58. [Two 
articles on knowledge management, Role of knowledge facilitators 
and inhibitors, Learning orientations and growth in smaller firms, 
Examples ] 52 


Be Coherent, Not Visionary. Michael Lissack and Johan Roos, 
Long Range Planning (UK), 34 (February 2001), pp. 53-70. [Dis- 
cussion; Complex business landscape, Acting 1n a manner that 
reinforces who you are, as an organization, given the current envi- 
ronment; Success; Guidelines.] 53 


The Dynamic Value of Hierarchy. Anne Marie Knott, Manage- 
ment Science, 47 (March 2001), pp 430-48. [Literature review, 
Hierarchical managers perform two roles (administrative role of 
enforcing operational routine, entrepreneurial role of executing a 
metaroutine that continually revises operational routine to keep 
pace with changes in the environment), Experiment comparing 
behavior and performance of establishments that leave a franchise.] 

54 


Pharma: Can the Middle Hold? Enrico Bastianelli, Jurg Eck- 
hardt, and Olivier Teirlynek, McKinsey Quarterly, (No 1, 2001), 
pp. 116-25. [Discussion, Midsize pharmaceutical companies, Rev- 
enues, Profits, Competition, Impacts, Licensing deals, Conven- 
tional partnerships, Examples ] 55 


Deals That Create Value. Hans Bieshaar, Jeremy Knight, and 
Alexander van Wassenaer, McKinsey Quarterly, (No 1, 2001), pp. 
64-73. [Study of corporate deals; Variables; Transaction focus, 
type, size, and frequency; Company performance; Industry; Suc- 
cess; Factors; Assessment, Implications.] 56 


Beyond the Business Unit. Russel! Eisenstat, Nathaniel Foote, Jay 
Galbraith, and Danny Miller, McKinsey Quarterly, (No. 1, 2001), 
pp. 54-63 [Opportunity-based organizational design, Matching 
and coordinating resources, International flexibility, Examples.]57 


An Outsider Takes on Japan. Allan R. Gold, Masao Hirano, and 
Yoshinori Yokoyama, McKinsey Quarterly, (No. 1, 2001), pp 
94-105. [Tumaround management, Management styles, Market 
shares, Target markets, Goals, Performance evaluation, Compensa- 
tion, Cultural aspects, Assessment, Automobile industry.] 58 


Creating a Knowledge Culture. Susanne Hauschild, Thomas 
Licht, and Wolfram Stein, McKinsey Quarterly, (No. 1, 2001), pp. 
74—81. [Survey of companies, Impacts, Degree of success, Cre- 
ation, Application, Distribution, Examples.] 59 


Early Involvement Leads to Successful Technology Buy. Susan 
Avery, Purchasing, 130 (March 22, 2001), pp. 53-54. [Survey of 
corporate buyers, Contract negotiations, Purchasing's role (negoti- 
ating the contract, supplier selection, contract management), 
Planned purchases, Sources, Examples.] 60 


When It Pays to Be a Tyrant. Andy Cohen, Sales and Marketing 
Management, (February 2001), pp. 70-74, 76. [Discussion, Man- 
agement styles, Factors, Managing in a crisis, Getting people up to 
speed, Merging cultures, Whipping them into shape, Examples.] 

61 


Is Your Training a Waste of Money? Mark McMaster, Sales and 
Marketing Management, (January 2001), pp. 40-44, 46-48 [Dis- 
cussion, Problems, Training cannot solve the problem, Busy 
employees are not open to learning new skills, Lack of manage- 
ment support, Conflicting methods and philosophies are taught, 


‘Not relevant to company’s needs, Format does not fit training need, 


E-learning overuse or use in wrong situations, No follow-up, 
Trainer cannot relate to team, Examples.] 62 


2.2 Retailing 
See also 18, 87, 88, 185 


2.3 Channels of Distribution 
See also 18, 54, 55, 77, 84, 85, 115, 116, 130, 131, 132, 
135, 136, 150, 165, 199 


Disintermediation in Question: New Economy, New Networks, 
New Middlemen. Frederic Jallat and Michael J Capek, Business 
Horizons, 44 (March/April 2001), pp 55—60 [Information econ- 
omy, Impacts, Corporate strategy, Information value chain, Cyber- 
mediaries, Functions (aggregation, trust, facilitation, matching), 
From Internet to logistics, Examples ] 63 


On the Effects of Customer Conditions on Distributor Com- 
mitment and Supplier Commitment in Industrial Channels of 
Distribution. Keysuk Kim, Journal of Business Research, 51 (Feb- 
ruary 2001), pp. 87-99. [Literature review, Hypotheses, Survey of 
industrial distributors and suppliers, Impacts, Dependence, Spe- 
cialized investment, Trustworthiness, Customer (munificence, het- 
erogeneity, volatility), Product characteristics, Age of relationship, 
Statistical analysis, Implications.] 64 


Journal of Supply Chain Management, 37 (Spring 2001), pp. 8-47. 
[Six articles on the power perspective in procurement and supply 
management, Buyer and supplier power, Impact of regulation, 
Asset specificity for the outsourcing decision, Managing extended 
networks of buyer and supplier relationships, Subregimes of 
power, Strategies for improving value appropriation from supply 
relationships.] 65 


Business-to-Business Online Purchasing: Suppliers? Impact on 
Buyers’ Adoption and Usage Intent. Dawn R Deeter-Schmelz, 
Aric Bizzari, Rebecca Graham, and Catherine Howdyshell, Jour- 
nal of Supply Chain Management, 37 (Winter 2001), pp. 4-10. 
[Discussion, Model, Survey of purchasing professionals, Mea- 
sures, Supplier support, Communication convenience, Buyer adop- 
tion behavior, Internet purchase intent, Statistical analysis, Strate- 
gic implications.] 66 
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The Impact of Supplier Visions on Product Development. 
Rajesh Nellore, Journal of Supply Chain Management, 37 (Winter 
2001), pp. 27-36. [Mission, strategy, and culture of an organiza- 
tion; Types of visions (guides business decisions, project, product 
concept, specification); Types of suppliers (partners, mature, child, 
contractual); Data collection (executives, employees, case studies); 
Effects; Core capabilities, Examples; Recommendations, Europe.] 

67 


Distributors Ready for E-Commerce. Purchasing, 130 (January 
25, 2001), pp. 104-105. [Survey, Firm size, Internet usage, Infor- 
mational, Online catalog, Motivators (broader market, increased 
sales, improving customer service), Problems, Lack of demand and 
standardization, Misuse by employees, Difficulty getting started, 
Projections.] 68 


Buyers Want Lower Prices Now. Tom Stundza, Purchasing, 130 
(February 8, 2001), pp. 34-38, 40-48 [Metalworking suppliers 
have weak negotiating positions, Raw materials, Spot prices, Inter- 
national, Sales, Examples.] 


2.4 Electronic Marketing 
See also 18, 48, 63, 66, 68, 85, 86, 97, 139, 144, 145, 
159, 160, 161, 164, 184, 194 


Telewebbers. Sarah Murray, American Demographics, 23 (Janu- 
ary 2001), pp. 33-35 [Local TV stations, Newspapers, Web sites, 
Online income, Investment required, Joint ventures, Comparisons, 
TV viewership and online usage, Target markets, Staff integration, 
Examples ] 70 


Beauty in Distress. Alison Stein Wellner, American Demograph- 
ics, 23 (January 2001), pp 62-64 [Health and beauty e-market- 
place, Problems, Demographics, Age 35 and older, Unlikely to be 
upscale, Limited sensory input, Like to go to stores, Color received 
often did not match color on the monitor, New technology, Exam- 
ples ] 


Trust in the Networked Economy: Doing Business on Web 
Time. Douglas A. Houston, Business Horizons, 44 (March/April 
2001), pp 38-44. [Discussion, Categories (empathetic and knowl- 
edge-based trust, calculativeness), Negotiation, Privacy, Exam- 
ples.] 72 


Marketing Rules. Nora Aufreiter, Pierre-Yves Ouillet, and Mary- 
Kate Scott, Harvard Business Review, 79 (February 2001), pp. 
30-31. [Survey of Web sites, E-commerce, Quick adjustments, 
Impacts, Structure of marketing organizations, Examples. ] 73 


Bringing Order Out of Chaos: Forecasting E-Commerce. 
Susan L. Golicic, Donna F. Davis, Teresa M. McCarthy, and John 
T. Mentzer, Journal of Business Forecasting, 20 (Spring 2001), pp. 
11-17 [Model presentation, Personal interviews, Executives at 
companies currently engaged in e-commerce, Characteristics 
(speed, connectivity, dynamic market structures), Forecasting, 
Capabilities, Influential factors, Success, Guidelines. } 74 


Don’t Let Downtime Be the Downfall of Your Web Site. Allan 
Graham, Journal of Business Strategy, 22 (Marcl/Apnl 2001), 
pp.10-12. [Discussion, Customer tolerance, Costs, Insecure chan- 
nels, Impacts, High availability, Security, Customer service, 
Capacity on demand, Recovery plans for outages, Examples] 75 


Is It the Beginning or Is It the End? Richard W. Oliver, Journal 
of Business Strategy, 22 (January/February 2001), pp. 7-9 [Dis- 
cussion, Impacts, Internet, Employment, Retail sales, Internal com- 
munications and operations, Supply chain and inventory manage- 
ment, Business exchanges and auctions, Customer relationship 
management, Examples.] 76 


McKinsey Quarterly, (No. 1, 2001), pp. 30-53. [Two articles on e- 
performance, Attraction, Conversion, Retention, Transaction and 
content aggregators, Business-to-business, Value, Examples.] 77 
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Exchanges Must Move Beyond Spot Buy. Purchasing, 130 
(March 8, 2001), pp. 51—52. [Transportation exchanges, Impacts, 
Small shippers and manufacturers, Online contractual transporta- 
tion buys, Customer feedback, Examples.] 78 


Purchasing, 130 (March 22, 2001), pp 56S1-S56. [Nine articles 
on e-procurement strategies, Trends, Private c-trading platforms, 
Online PC buying, Metal distributors, Web-based buying, Main- 
taining market competitiveness, Third-party purchasing, Multisys- 
tems cover multitasks, 3D sites, Examples.] 79 


E-Mail: Another Way to Get in the Back Door. Susan Avery, 
Purchasing, 130 (February 22, 2001), pp. 81-83. [Survey, Sales 
prospecting, Purchasing managers, Involvement, Authorization, 
Internet as a buying tool, Selection and specifications, Lower 
prices, Access, PC sourcing strategies, Examples ] 80 


Exchanges Look to Future. Brian Milligan, Purchasing, 130 
(January 11, 2001), pp. 53-54. [Business-to-business e-commerce, 
Transportation exchanges, Leaders will probably emerge on a cat- 
egory-by-category basis, Private platforms, Examples.] 81 


What Is Convisint? Brian Milligan, Purchasing, 130 (March 8, 
2001), pp. 35-36, 38, 40. [Business growth, Online trading 
exchange for the automaking industry, Development groups (prod- 
uct, consumer, business), Need for more board members from e- 
commerce, FTC investigation, Design collaboration, Data security, 
Sub-tier suppliers, Case study ] 82 


Standing Out Online: The Five Best E-Marketing Campaigns. 
Kathleen Cholewka, Sales and Marketing Management, (January 
2001), pp. 51—54, 57. [Discussion, Examples, Foster creation of 
focused groups of users, Popular with business-to-business com- 
munity, Linking content with rewarding experiences, Tying to TV, 
Measuring the medium, Assessment.] 


2.5 Physical Distribution 
See also 22, 63, 78, 81, 129, 135, 173, 174, 175, 194 


Outsourcing Means More Demand for Supply Chain Manage- 
ment. James Carbone, Purchasuig, 130 (February 22, 2001), pp. 
63—64, 66. [Survey, Electronics buyers, Services used (bonded 
inventory, e-procurement, computer programming, JIT, kitting, 
consignment inventory, in-plant stores, special labeling), Supply 
chain design, Examples.] 84 


2.6 Pricing 
See also 69, 177 


Pricing Strategy and the Net. Leyland F Pitt, Pierre Berthon, 
Richard T. Watson, and Michael Ewing, Business Horizons, 44 
(March/April 2001), pp. 45—54. [Customer value categories and 
exchange spectrum, Countering the forces of technology on pric- 
ing, Pricing mechanisms, Conceptual framework, Strong and weak 
buyers and sellers, Interactions, Examples.] 85 


Price Smarter on the Net. Walter Baker, Mike Marn, and Craig 
Zawada, Harvard Business Review, 79 (February 2001), pp. 
122-27 [E-pricing, Flexibility, Approaches (precision, adaptabil- 
ity, segmentation), Impacts, Mandate, Pricing organization, Sys- 
tems and analysis tools, Pricing review processes, Assessment.]86 


Can Culture Affect Prices? À Cross-Cultural Study of Shop- 
ping and Retail Prices. David Ackerman and Gerard Tellis, Jour- 
nal of Retailing, 77 (Spring 2001), pp. 57-82 [Literature review, 
Hypotheses, Quasi-experimental approach, Chinese versus Ameri- 
can cultures, Chinese make more use of multiple senses when 
examining unpackaged food, Item inspection, Shopping time, 
Impacts, Prices in supermarkets that serve the two groups, Assess- 
ment.] 


Retail Product-Line Pricing Strategy When Costs and Prod- 
ucts Change. Steven M Shugan and Ramarao Desiraju, Journal of 
Retailing, 77 (Spring 2001), pp 17-38. [Literature review, Propo- 


sitions, Empirical study, Scenarios, Variants, Low- and high-qual- 
ity cost changes, All incur a cost change by some percentage, Vari- 
ant is removed from line, Assessment, Implications.] 88 


2.7 Product 
See also 7, 8, 12, 13, 21, 24, 30, 35, 55, 67, 71, 88, 112, 
155, 171, 185 


Good for Whom? David J. Lipke, American Demographics, 23 
(January 2001), pp. 36-37. [Discussion, Market strategy, Market 
segments, Lifestyle traits, Emphasis on a product's health benefits 
rather than environmental themes, Product availability, Competi- 
tive prices, Examples.] 89 


Are the Strategic Stars Aligned for Your Corporate Brand? 
Mary Jo Hatch and Majken Schultz, Harvard Business Review, 79 
(February 2001), pp. 128-34. [Discussion, Elements (vision, cul- 
ture, image), Advantages (reduce costs, give customers a sense of 
community, provide a seal of approval, create common ground), 
Examples.] 90 


Insuring the Brand. Julian James, Ivey Business Journal, 65 
(March/April 2001), pp. 12-15. [Brand value, Impacts, Corporate 
1mage, Balance sheet, Risk management, Examples.] 91 


Management Science, 47 (January 2001), pp. 1-204. [Twelve arti- 
cles on product design and development, Literature review, Multi- 
ple line extensions, Product differentiation and commonality in 
design, Platform-based product development, Product ideas, Pro- 
ject management, Extreme-value model of concept testing, 
Recombinant uncertainty, Internet time, Innovation, Performance 
measurement and design in supply chains, Sourcing.] 92 


Technological Opportunities and New Firm Creation. Scott 
Shane, Management Science, 47 (February 2001), pp. 205-20. 
[Theoretical discussion; Entrepreneurship; Hypotheses; Examina- 
tion of patents, Probability that an invention will be commercial- 
ized through firm formation is influenced by its importance, radi- 
calness, and patent scope; Implications.] 93 


Sequential Testing in Product Development. Stefan Thomke and 
David E. Bell, Management Science, 47 (February 2001), pp. 
308-23. [Literature review, Mathematical model, Experimentation, 
Information, Problem solving, Prototyping, Design, Examples, 
Managerial implications.] 94 


2.8 Sales Promotion 
See also 113 


Time Pressure and Information in Sales Promotion Strategy: 
Conceptual Framework and Content Analysis. Nancy Spears, 
Journal of Advertising, 30 (Spring 2001), pp. 67—76. [Discussion; 
Hypotheses; Findings indicate that delayed payment offers allow 
less time to participate than advanced receipt offers, have more 
time pressure copy for those promotional offers giving a deadline, 
and provide more information.] 95 


Coupon Response in Services. Gail Ayala Taylor, Journal of 
Retailing, 77 (Spring 2001), pp. 139—51. [Literature review, 
Hypotheses, Field experiment, Coupon redemption, Impacts, Prior 
purchase frequency, Repeat purchase during postpromotion period, 
Comparisons, Packaged goods, Statistical analysis.] 96 
Catch the Bug. Eilene Zimmerman, Sales and Marketing Man- 
agement, (February 2001), pp. 78—80, 82. [E-mail campaigns, Viral 
marketing, Word-of-mouth, Contest, Web site recommendation, 
Participation, Effectiveness, Business-to-business, Costs, Exam- 
ples, Guidelines.] 97 


2.9 Advertising 
See also 4, 5, 6, 8, 70, 97, 142, 156, 158, 159, 160, 163, 
181 


In Broad Daylight. John Fetto, American Demographics, 23 (Feb- 
ruary 2001), pp. 16, 20. [Marketing to the gay community, Com- 
parisons, Heterosexuals, Advertising media, Impacts, Newspapers, 
Magazines, Television, Radio, Examples.] 98 


. Where's the Lovin? John Fetto, American Demographics, 23 


(February 2001), pp. 10-11. [Consumer survey, Sexual imagery in 
product advertising, Impacts, Men, Women, Income, Age groups, 
Relationship status, Product type, Statistical data.] 99 


Forget Football. Kemba Johnson, American Demographics, 23 
(February 2001), pp. 34-36. [Business growth, National Associa- 
tion for Stock Car Auto Racing, Network TV, Ratings, Fan loyalty, 
Demographic characteristics, Advertising, Effectiveness, Sponsor- 
ships, Merchandise purchases, Examples] 100 


Is Beauty Best? Highly Versus Normally Attractive Models in 
Advertising. Amanda B. Bower and Stacy Landreth, Journal of 
Advertising, 30 (Spring 2001), pp. 1—12 [Literature review, 
Hypotheses, Two studies, A match between a model and a product 
improves ad effectiveness by heightening perceptions of the 
model’s expertise about the product, Statistical analysis.] 101 


Advertising Agency Philosophies and Employee Risk Taking. 
Douglas West and John Ford, Journal of Advertising, 30 (Spring 
2001), pp. 77-91. [Literature review; Hypotheses; Survey of 
agency executives; Executives working in agencies with clear iden- 
tities are more likely to take risks than those in agencies without 
such identities (hybrid philosophies), but not for all measures of 
risk; Impacts; Size of client; Statistical analysis.] 102 


Effective Consumer Protection or Benign Neglect? A Model of 
Television Infomercial Clearance. Jan LeBlanc Wicks and Avery 
M. Abernethy, Journal of Advertising, 30 (Spring 2001), pp. 
41-54. [Literature review, Survey of television stations, There is a 
great variation in the infomercial review process and clearance out- 
comes between stations, Some routinely accept ads that could harm 
consumers, Policy recommendations. ] 103 


Journal of Advertising Research, 41 (January/February 2001), pp. 
9-65. [Five articles on sponsorship marketing, Assessing market 
value of event sponsorship, Measuring the effects, Value of win- 
ning in motorsports, Advertising and promotion leverage on arts 
sponsorship effectiveness, Attitudinal effects of combined sponsor- . 
ship and sponsor’s prominence ] 104 


The Impact of Differential Lag Effects on the Allocation of 
Advertising Budgets Across Media. David Berkowitz, Arthur 
Allaway, and Giles D’Souza, Journal of Advertising Research, 41 
(March/April 2001), pp. 27-36. [Literature review, Simulation 
experiment, Methods, Billboards were found to have longer lagged 
effects than newspapers, Statistical analysis, Theoretical and man- 
agerial implications.] 105 


If the Question Is Ad Effects, the Answer Is “Not Elasticities.” 
Simon Broadbent, Journal of Advertising Research, 41 
(March/April 2001), pp. 7-11. (Discussion; Ad increases in 
absolute and relative terms, For comparisons, the advertising coef- 
ficient in a linear regression is recommended; Examples.] 106 


Cinema Advertising Re-considered. Michael T. Ewing, Erik du 
Plessis, and Charles Foster, Journal of Advertising Research, 41 
(January/February 2001), pp. 78-85. [Study of commercials 
launched simultaneously on television and in cinema, In-market 
recall sources for commercials flighted concurrently in both media 
are significantly higher than for those launched only on television, 
Impacts, Youth market and older consumers.] 107 


Brain-Imaging Detection of Visual Scene Encoding in Long- 
Term Memory for TV Commercials. John R Rossiter, Richard 
B. Silberstein, Philip G. Harris, and Geoff Nield, Journal of Adver- 
tising Research, 41 (March/April 2001), pp. 13-21. [Literature 
review; Experiment; Pattern of brain electrical activity in left or 
right frontal hemispheres; After controlling for scene duration, it 
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was found that video scenes that elicited the fastest brain activity 
in the left frontal hemisphere were better recognized; Assessment; 
Implications.] 108 


Perceptions of Advertising in the Market for Used Vehicles. 


David J. Urban, George E. Hoffer, and Michael D Pratt, Journal of . 


Advertising Research, 41 (January/February 2001), pp. 66-77. 
{Literature review, Survey of buyers, Demographic profile, Selec- 
tion factors, Information sources used in selecting sellers and 
make/models, Statistical analysis. ] : 109 


2.10 Personal Selling 
See also 119, 123, 125, 126, 127, 148 


Seven Emerging Sales Competencies. Bernard L. Rosenbaum, 
Business Horizons, 44 (January/February 2001), pp 33-36. [Dis- 
cussion, Engaging in self-appraisal and continuous learning, Lis- 
tening beyond product needs, Orchestrating internal resources, 
Aligning customer/supplier strategic objectives, Establishing a 
vision of committed customer/supplier relationships, Understand- 
ing financial impact of decisions, Consultative problem solving.] 

110 


The Role of Satisfaction with Territory Design on the Motiva- 
tion, Attitudes, and Work Outcomes of Salespeople. Ken Grant, 
David W. Cravens, George S. Low, and William C. Moncrief, Jour- 
nal of the Academy of Marketing Science, 29 (Spring 2001), pp. 
165-78. [Model presentation, Hypotheses, Survey, Measures, 
Intrinsic motivation, Role ambiguity, Role conflict, Job satisfac- 
tion, Organizational commitment, Performance, Intention to leave, 
Met expectations, Statistical analysis, Managerial implications, 
Australia ] 111 


Modality and Offering Effects in Sales Presentations for a 
Good Versus a Service. David M Szymanski, Journal of the 
Academy of Marketing Science, 29 (Spring 2001), pp. 179-89 
[Theoretical discussion, Hypotheses, Experiment (verbal and 
visual stimuli), Face-to-face, Telesales, Impacts, Nature of presen- 
tation, Recall, Attitudes and behavioral intentions, Statistical 
analysis, Managerial implications ] 112 


The Tao of Forecasting with Promotional Events. Stephen R 
Riehm, Journal of Business Forecasting, 20 (Spring 2001), pp 
21-23. [Discussion, An ultimate reality that unifies multiple things 
and events we observe, Application, Sales plans and forecasts, 
Sales presentation, Closing, Assessment ] 113 


Dynamics of Relationship Selling: A Longitudinal Examination 
of Changes in Salesperson—Customer Relationship Status. 
Gary L. Frankwick, Stephen S. Porter, and Lawrence A. Crosby, 
Journal of Personal Selling and Sales Management, 21 (Spring 
2001), pp. 135-46. [Literature review, Hypotheses, Customer sur- 
vey, Status (primary, secondary, caretaker, orphan), Effects, Policy 
persistency, Sales effectiveness, Assessment, Insurance industry ] 

114 


The Strategic Role of the Salesforce in Developing Customer 
Satisfaction Across the Relationship Lifecycle. Sandy D. Jap, 
Journal of Personal Selling and Sales Management, 21 (Spring 
2001), pp. 95-108. [Literature review, Model presentation, Survey 
of channel customers, Organizational covariates (trust in sales rep, 
goal congruence, alternative suppliers, relationship length), Cus- 
tomer satisfaction outcomes (relationship satisfaction, margins, 
products), Interactions, Statistical analysis, Managerial implica- 
tions.] 115 


The Strategic Role of the Salesperson in Reducing Customer 
Defection in Business Relationships. Julie T. Johnson, Hiram C 
Barksdale Jr , and James S. Boles, Journal of Personal Selling and 
Sales Management, 21 (Spring 2001), pp. 123-34. [Literature 
review, Models, Hypotheses, Impacts, Satisfaction with salesper- 
son, Commitment, Benefits necessary to switch, Perception of 
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available alternatives, Defection intentions, Perceived equity, Inter- 
actions, Statistical analysis, Implications ] 116 


Developing Loyal Customers with a Value-Adding Sales Force: 
Examining Customer Satisfaction and the Perceived Credibil- 
ity of Consultative Salespeople. Annie H. Liu and Mark P. Leach, 
Journal of Personal Selling and Sales Management, 21 (Spring 
2001), pp 147-56. [Literature review, Model presentation, 
Hypotheses, Survey of organizational buyers, Impacts, Expertise 
and trust, Statistical analysis, Implications ] 117 


2.11 Sales Management 
See also 25, 62, 80, 110, 111, 113, 114, 115, 116, 117, 
152, 197, 202 


Competitiveness and Sales Management: A Marriage of 
Strategies. Eric M. Olson, David W. Cravans, and Stanley F. 
Slater, Business Horizons, 44 (March/April 2001), pp. 25-30. [Dis- 
cussion, Identifying alternative sales management types, Internal 
sales force and independent rep types, Impacts, Commission- ver- 
sus salary-oriented, Firm performance (prospectors, analyzers, 
low-cost defenders, differentiated defenders, reactors), Assess- 
ment.] 118 


Transformational and Transactional Leadership and Salesper- 
son Performance. Scott B. MacKenzie, Philip M. Podsakoff, and 
Gregory A. Rich, Journal of the Academy of Marketing Science, 29 
(Spring 2001), pp. 115-34 [Literature review, Model development 
and testing, Hypotheses, Survey of sales agents, Measures, Lead- 
ership behaviors, Role ambiguity, Trust in the manager, In- and 
extra-role performance, Statistical analysis, Managerial implica- 
tions.] 119 


Customer Equity Management and Strategic Choices for Sales 
Managers. Michael J. Dorsch, Les Carlson, Mary Anne Raymond, 
and Robert Ranson, Journal of Personal Selling and Sales Man- 
agement, 21 (Spring 2001), pp. 157-66 [Discussion, Propositions, 
Resource categories and types of customer investments, Incompat- 
ibility between desired and realized customer equity profiles, Busi- 
ness socialization and managing customer investment, Typology 
(custodial, dictatorial, indulgent, inattentive), Examples ] 120 


An Exploratory Study of Sales Force Automation Practices: 
Expectations and Realities. Robert C. Erffmeyer and Dale A 
Johnson, Journal of Personal Selling and Sales Management, 21 
(Spring 2001), pp. 167-75. [Literature review, Interviews with 
employees in charge of sales force automation, Goals, Implemen- 
tation issues, After automation activities, Benefits, Experiences, 
Changes, Outcomes, Satisfaction, Assessment.] 121 


Sales and Marketing Management, (January 2001), pp. 73-76. 
[Four articles on best practices strategies, Presenting upsetting 
information to reps, Sales force restructuring, Domain names, 
Online marketing, Examples.] 122 


Sales and Marketing Management, (February 2001), pp. 87-90 
[Four articles on best practices strategies, Training salespeople to 
live the brand, Boot camp for marketers, Promoting incentives, 
Creating booth traffic at trade shows, Examples.] 123 


Seven Signs You're Failing as a Manager and How to Avoid 
Them. Kathleen Cholewka, Sales and Marketing Management, 
(March 2001), pp. 36-40, 42. [Management styles, Factors, Morale 
problems, High turnover, Ignoring the middleman, Reps are not 
hitting their numbers, Spending too much time selling, Spending 
all of one's time in crisis mode, Hearing "yes" a lot, Success, 
Guidelines ] 124 


Stars in the Making. Elana Harris, Sales and Marketing Manage- 
ment, (March 2001), pp. 58-61. [Salespeople, Training, Factors, 
Train them to succeed, Motivate reps to overcome challenges, Con- 
stantly mentor, Examples.] 125 


Does Image Matter? Melinda Ligos, Sales and Marketing Man- 
agement, (March 2001), pp. 52-56. [Survey, Impacts, Clothing, 
Weight stereotypes, Off-color language, Success, Guidelines.] 126 


Quota Busters. Eilene Zimmerman, Sales and Marketing Man- 
agement, January 2001), pp. 58-60, 62-63. [Companies are elim- 
inating sales quota systems in favor of compensation packages that 
drive new behavior, Long-term customer relationships, Satisfac- 
tion, Examples.] 127 


3. SPECIAL MARKETING APPLICATIONS 


3.1 Industrial 
See'also 35, 41, 42, 60, 64, 67, 68, 69, 79, 80, 94, 165, 
166, 174, 199, 213 


The Art and Science of Synergy: The Case of the Auto Indus- 
try. Thomas Osegowitsch, Business Horizons, 44 (March/April 
2001), pp. 17-24. [Conception and Implementation of Synergy 
Opportunity, Common platforms, Common brand names, Exam- 
ples ] 128 


Demand Planning and Forecasting in the High Technology 
Industry. Jim Langabeer and Tim Stoughton, Journal of Business 
Forecasting, 20 (Spring 2001), pp. 7-10 [Discussion; Supply 
chain management; Overall firm performance will be maximized if 
demand forecasting processes are collaborative, sophisticated, ori- 
ented towards the product life cycle, and developed using noncon- 
strained consumer demand data.] 129 


Asymmetrical Deployment of Specific Assets and Contractual 
Safeguarding in Industrial Purchasing Relationships. Arnt 
Buvik and Torger Reve, Journal of Business Research, 51 (Febru- 
ary 2001), pp. 101-13. [Discussion, Hypotheses, Data collection, 
The level of formalized purchase contracting was significantly 
greater when the supplier unilaterally deployed specific assets in a 
relationship as opposed to situations in which mainly the buyer 
employed assets at risk.] 130 


The Use of Intermediate Sourcing Strategies. Kirk C. Heriot and 
Subodh P Kulkarni, Journal of Supply Chain Management, 37 
(Winter 2001), pp 18-26. [Theoretical discussion, Survey of plant 
managers, Strategies (vertical integration, taper integration, long- 
term cooperative, competitive spot-bid), Impacts, Industry type, 
Statistical analysis.] 131 


Inter-firm Linkages and Profitability in the Automobile Indus- 
try: The Implications for Supply Chain Management. Harri 
Ramcharran, Journal of Supply Chain Management, 37 (Winter 
2001), pp. 11-17. [Literature review, Time series estimation, P/E 
ratios, Correlation coefficients, Lagged impact, Demand forecast- 
ing, Risk assessment, Regression analysis. ] 132 
Microsoft Cuts Buying Costs by $46 Million. Susan Avery, Pur- 
chasing, 130 (January 25, 2001), pp. 48-49, 52, 54, 56-57. [Cen- 
tralizing procurement, Global partnering, Velocity over cost, Soft- 


ware packages, Transaction processing, Bidirectional order status : 


updating, Assessment.] 133 


PC Sourcing Strategies: To Lease or Not? Susan Avery, Pur- 
chasing, 130 (January 25, 2001), pp. 87-90. [Trends drive deci- 
sions, Analysis of financing choices (cost, risk, flexibility, timing, 
control), Operating versus capital leases, Leasing software, Tech- 
nology refresh options, Examples ] 134 


Electronics Buyers Search the World for Parts. James Carbone, 
Purchasing, 130 (February 22, 2001), pp. 44-45, 48. [Survey, 
Global sourcing, Factors, Increased business, Availability, Lower 
prices, Internet usage, Value-added services, Distributors, Supply 
chain assurance, Transactional cost management, Examples.] 135 
Purchasing Cards May Get Boost from Internet. Brian Milli- 


gan, Purchasing, 130 (January 11, 2001), pp. 18-19. [Survey of 
purchasing managers, Business-to-business e-commerce, Use of 


cards, Impact of Internet, Cost reduction, Weaknesses (cards given 
to “wrong people, ” hard to track order once invoice is paid.] 136 


Ford Shakes Up Its Steel Buy. Tom Stundza, Purchasing, 130 
(March 8, 2001), pp. 27-28, 30, 32. [Supply base will be trimmed, 
E-steel will be a focal point of Internet action, Emphasis on blan- 
ket orders is reduced, Communication, New levels of expected 
technical services, Product transportation, Delivery services and 
inventory control, Global relationships, Quality, Process improve- 
ment, Flexibility, Case study.] 137 


3.2 Nonprofit, Political, and Social Causes 
See also 23, 24, 89, 160, 169 


American Demographics, 23 (January 2001), pp. 50-61. [Two arti- 
cles on green marketing, Eco-friendly homebuilding, Supply and 
demand, Features, Energy efficiency, Comparisons, Cities, Electric 
or hybrid cars, Consumer attitudes, Service concerns, Generation 
Y, Acquisition premiums, Statistical data.] 138 


Saving the Earth, One Click at a Time. Rebecca Gardyn, Amer- 
ican Demographics, 23 (January 2001), pp 30-33. [E-commerce, 
Market segments, Environmentalism and consumerism, Corporate 
social responsibility, Cause-related shopping, Enviro-friendly 
products, Age groups, Examples ] 139 


Can the Overcommercialization of Cause-Related Marketing 
Harm Society? Michael Jay Polonsky and Greg Wood, Journal of 
Macromarketing, 21 (June 2001), pp. 8-22. [Literature review, 
Benefits (nonprofits, corporate, consumer), Problems (exaggerated 
perception of corporate generosity, shifting in giving, tarnishing 
the cause’s image, variable duration of relationship, shifting of 
cause’s activities, reduced overall giving, restrictive practices), 
Success, Guidelines.] ` 140 


Not-for-Profit Management: The Gift that Keeps on Giving. 
Stephanie Lowell, Les Silverman, and Lynn Taliento, McKinsey 
Quarterly, (No. 1, 2001), pp. 146-55. [Discussion, Impacts, Fund- 
ing environment, Private contributions, Absence of clear perfor- 
mance measures, Internet, Examples ] 141 


Shock Treatment. Betsy Cummings, Sales and Marketing Man- 
agement, (January 2001), pp. 64-66, 68-70. [Cause marketing, 
Radical demonstrations, Offensive handouts, Militant vigilantism, 
Public attitudes, E-mail to inform and organize volunteers, Use of 
celebrities, Examples.] 142 


Cause Related Marketing: Can the Arts Afford Not to Partici- 
pate? Ruth Rentschler and Greg Wood, Services Marketing Quar- 
terly, 22 (No 1, 2001), pp. 57-69 [Histoncal discussion, Compar- 
isons, Sponsorship, Ways to establish a relationship with a 
private-sector organization, Examples ] 143 


3.3 International and Comparative 
See also 20, 41, 51, 57, 58, 59, 67, 135, 198, 203, 204, 
209, 210 


You Are Here. David J. Lipke, American Demograplucs, 23 
(March 2001), pp. 65-67. [Web sites, Niche marketing, Online 
geotargeting, Recognition of countries, Location-appropriate con- 
tent and advertising, Impacts, Commercial laws, Examples] 144 


E-Commerce in the U.S. and Europe—Is Europe Ready to 
Compete? Tanuja Singh, Jay V. Jayashankar, and Jasvinder Singh, 
Business Horizons, 44 (March/April 2001), pp. 6-16. [Discusston, 
Technology penetration and use, Economic and business environ- 
ments, Cost'of getting online, Online security, Consumer concerns, 
Government regulation, Venture capital availability for start-ups, 
Assessment.] 145 


What's Up in Japan? Just Look to the Green. Fortune, 143 (Jan- 
uary 8, 2001), pp. 46, 48. [Discussion, Economic conditions, Golf 
business, Impacts, Consumer demand, Club memberships, Land 
prices, Assessment.] 146 
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Unleash Innovation in Foreign Subsidiaries. Julian Birkinshaw 
and Neil Hood, Harvard Business Review, 79 (March 2001), pp. 
131-37. [Multinational phases (paternalism, incentives, support 
systems), Impacts, Give seed money to subsidiaries, Use formal 
requests for proposals, Encourage subsidiaries to be incubators, 
Build international networks, Examples.] 147 


Ethical Sensitivity to Stakeholder Interests: A Cross-Cultural 
Comparison. Jeffrey G. Blodgett, Long-Chuan Lu, Gregory M. 
Rose, and Scott J. Vitell, Journal of the Academy of Marketing Sci- 
ence, 29 (Spring 2001), pp 190-202 [Theoretical discussion, 
Propositions, Survey of salespeople, Hofstede’s cultural dimen- 
sions, Scenarios, Impacts, Company, Customer, Competition, Col- 
league, Statistical analysis, Life and health insurance industry, US, 
Taiwan.] 148 


Journal of Business Research, 51 (January 2001), pp. 5-86 [Seven 
articles on international marketing strategy, Integrated marketing, 
Internal customer orientation, Market segmentation and the struc- 
ture of competition, Antecedents and benefits of corporate citizen- 
ship, Antecedent role of service quality and satisfaction, Business- 
to-business market strategy, Consumers' trust of salesperson and 
manufacturer.] 149 


Macroeconomic Shock and Product Disposition in an Emerg- 
ing Market. Robert T. Green, Rujirutana Mandhachitara, and Tas- 
man Smith, Journal of the Macromarketing, 21 (June 2001), pp. 
47-60. [Literature review, Car boot sales (goods sold from trunks 
of cars), In-depth interviews, Entry motives, Source of motivation, 
Depletion of own goods, Spending earnings, Pricing strategies, 
Designer goods and brand names, Cultural dimensions, Examples, 
Thailand.] 150 


Prospects for Developing Country Exports of Services to the 
Year 2010: Projections and Public Policy Implications. Phile- 
mon Oyewole, Journal of the Macromarketing, 21 (June 2001), pp 
32-46. [Literature review, Theories of effects of international trade 
on national economic development, Shift share analysis, Projection 
model, Statistical data, Public policy implications.] 151 


Examining Business Strategy, Sales Management, and Sales- 
person Antecedents of Sales Organization Effectiveness. Artur 
Baldauf, David W. Cravens, and Nigel F. Piercy, Journal of Per- 
sonal Selling and Sales Management, 21 (Spring 2001), pp. 
109—22 [Literature review, Conceptual framework, Hypotheses, 
Survey of sales executives, Effects, Company strategic orientation, 
Behavior-based sales management control, Satisfaction with terri- 
tory design, Performance, Statistical analysis, Managerial implica- 
tions, Austria, UK.] 152 


The Changing Landscape of the European Financial Services 
Sector. Bert Flier and others, Long Range Planning (UK), 34 
(Apni 2001), pp. 179-207. [Trends, Globalization, Country differ- 
ences in pace of diffusion of changes in EU regulations, techno- 
logical developments, and privatization; Consolidation patterns; 
Projections; Examples.] 153 


Managing in Four Worlds: Culture, Strategy, and Transforma- 
tion. Ronnie Lessem, Long Range Planning (UK), 34 (February 
2001), pp 9-32. [Discussion, Four corners of the globe, Western 
(pragmatic-competitive), Northern (rational-sustainable), Eastern 
(holistic-chaordic), Southern (humanistic-cooperative), Psycho- 
logical types, Learning and knowledge creation, Continuity and 
change, Examples.] 154 


India's Pharma Challenge. Ashwin Adarkar, Sankar Krishnan, 
and Sanoke Viswanathan, McKinsey Quarterly, (No 1, 2001), pp. 
126—27. [Discussion, Problems and opportunities, Pricing, Devel- 
oping drugs independently, World-class skills in chemical synthe- 
sts and process engineering, Production and marketing partner- 
ships, Assessment.] 155 
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3.4 Services 
See also 79, 84, 91, 96, 100, 112, 114, 136, 143, 148, 
151, 153, 186, 188, 198, 203, 204, 205, 206, 207, 208, 209, 
210, 211 


Direct Access. Hassan Fattah, American Demographics, 23 (Feb- 
ruary 2001), pp. 30-33. [Satellite providers, Services, Internet 
access, Personal video recorders, High-definition TV broadcasts, 
Impacts, Satellite Home Viewer Improvement Act, New sub- 
scribers, Demographic characteristics, Advertising, Ethnic mar- 
kets, Statistical data.] 156 


Quackery No More. John Fetto, American Demographics, 23 
(January 2001), pp. 10-11. [Survey, Alternative medicine, Impacts, 
Women, Geographic regions, Health status, Possibility of unknown 
side effects, Age groups, Diagnosis, Assessment. ] 157 


Anchors Aweigh. Matthew Grimm, American Demographics, 23 
(March 2001), pp. 74-75. [Cruise lines, Market potentials, Younger 
age groups, TV campaigns, Testimonials, Web sites, Examples.] 

158 


Independence Day. David J. Lipke, American Demographics, 23 
(March 2001), pp. 61-64. [Business growth, Independent films, 
Target audiences, Demographics and psychographics, Web sites, 
Cable viewers, Major studio interests, Advertising campaigns, 
Examples.] 159 


All Juiced Up. Joan Raymond, American Demographics, 23 (Jan- 
uary 2001), pp. 42-44. [Energy deregulation, Market strategy, 
Direct mail, Online households, Advertising, Pricing, Cause mar- 
keting, Eco-friendly electricity, Competition, Case study.] 160 


Profit in Sharing. Joan Raymond, American Demographics, 23 
(January 2001), pp. 38, 40. [Shared music sites, Target markets, 
Software packages, Projections, Subscription-based services, Con- 
sumer data collection, Partnerships, Examples.] 161 


How We Built a Strong Company in a Weak Industry. Roger 
Brown, Harvard Business Review, 79 (February 2001), pp. 51-57. 
[Business growth, Child care, Impacts, Low margins, Labor inten- 
sity, No proprietary technology, Weak economies of scale, Weak 
consumer brands, Heavy regulatory oversight, Case study.] 162 


Linking the Use of Advertising Agency Review Consultants to 
Agency Search Outcomes. Fred K. Beard and Koanghyub Kim, 
Journal of Advertising Research, 41 (March/April 2001), pp. 
49-55. [Literature review, Cnticisms, Results of a secondary 
analysis provide little evidence that consultants often recommend 
the same agencies for each search they manage or that they encour- 
age marketers to unbundle creative and media portions of their 
accounts, Consultant- and client-managed reviews, Assessment.] 

163 


Unchained Melody. Brett May and Marc Singer, McKinsey Quar- 
terly, (No 1, 2001), pp. 128-37. [Internet, Digitization of music, 
Napster, Lawsuits, Reallocation of costs, Problems, Shortage of 
bandwidth, Relattvely poor sound quality, Limited penetration of 
free-sharing software, Subscription streaming, Assessment.] 164 


It's All About Service, Susan Avery, Purchasing, 130 (February 
22, 2001), pp. 58-61. [Technology buyers depend on performance 
of local resellers, Survey, Purchasing responsibility, Satisfaction, 
Purchasing strategy (through resellers, direct from manufacturer, 
Internet), Longevity of relationship, Fulfillment costs, Examples.] 

165 


Contract Manufacturing: Buyers Are Putting the Pieces 
Together. James Carbone, Purchasing, 130 (March 22, 2001), pp. 
29, 32-34. [Electronics manufacturing services, Outsourcing, 
Impacts, Location, Purchasing, Quality, Business model, Design 
staff, Evaluaung capabilities, Examples.] 166 


Environmental Change, Strategic Choice and Entrepreneurial 
Orientation: The Case of the Travel Services Industry. Jeffrey 


C. Dilts and George E. Prough, Services Marketing Quarterly, 22 
(No. 1, 2001), pp.21—38. [Discussion, Trends, Changing customer 
needs and habits, Adopting a marketing orientation, Informational 
technology, Strategies (entrepreneurial versus conservative, envi- 
ronmental management, independent, cooperative), Assessment.] 

167 


Customer Retention Strategies: When Do They Pay Off? Gor- 
don McDougall, Services Marketing Quarterly, 22 (No. 1, 2001), 
pp 39-55. [Discussion, Factors, Industry retention rates, Segmen- 
tation issues, Components of long-term customer value and the 
ability to calculate them, Case study, Financial services industry.] 

168 


Estimating Demand for Services in the Nonprofit Tourism 
Industry. James E. Stoddard, Dinesh S. Dave, and Michael R. 
Evans, Services Marketing Quarterly, 22 (No 1, 2001), pp. 71-82. 
[Literature review, Model development and validation, Forecasting 
yearly attendance (comparison of estimated versus actual), Statis- 
tical analysis, Implications ] 169 


4. MARKETING RESEARCH 


4.1 Theory and Philosophy of Science 
See also 11, 14, 17, 19, 24, 54, 92, 93, 94, 148, 151, 154, 
173, 183 


Using Cointegration Analysis for Modeling Marketing Interac- 
tions in Dynamic Environments: Methodological Issues and an 
Empirical Illustration. Rajeep Grewal, Jeffrey A. Mills, Raj 
Mehta, and Sudesh Mujumdar, Journal of Business Research, 51 
(February 2001), pp. 127-44. [Literature review, Methodological 
framework, Unit root tests, Structural breaks, Cointegration, Esti- 
mation, Granger causality, Variance decomposition, Impulse 
response functions, Statistical data.] 170 


Trade-Ins, Mental Accounting, and Product Replacement 
Decisions. Erica Mina Okada, Journal of Consumer Research, 27 
(March 2001), pp. 433-46. [Theoretical discussion, Three experi- 
ments, Normative economic and psychological factors, "Mental 
book value,” Write-offs, Mental cost of replacement, Utility maxi- 
mization, Assessment.] 171 


Entrepreneurs, Contracts, and the Failure of Young Firms. 
Pierre Azoulay and Scott Shane, Management Science, 47 (March 
2001), pp. 337—58. [Literature review, Study of new franchise con- 
tracts, Impacts, Information possessed, Contractual experiments, 
Experiments more consistent with economic theory survive, Statis- 
tical analysis.] 172 


Managing Inventory with Multiple Products, Lags in Delivery, 
Resource Constraints, and Lost Sales: A Mathematical Pro- 
gramming Approach. Brian Downs, Richard Metters, and John 
Semple, Management Science, 47 (March 2001), pp. 464-79. [Lit- 
erature review, Order-up-to-S inventory model, Experiment, 
Heuristic approximation, Nonparametric estimation, Separable 
convex programming, Linear programming, Statistical analysis. ] 

173 


Sequencing JIT Mixed-Model Assembly Lines Under Station- 
Load and Part-Usage Constraints. Andreas Drexl and Alf 
Kimms, Management Science, 47 (March 2001), pp. 480-91. [Lit- 
erature review, Level-scheduling and car-sequencing problems, Set 
partitioning/column generation, Experimental evaluation, Statisti- 
cal data.] 174 


Scheduling and Reliable Lead-Time Quotation for Orders with 
Availability Intervals and Lead-Time Sensitive Revenues. Pinar 
Keskinocak, R. Ravi, and Sndhar Tayur, Management Science, 47 
(February 2001), pp. 264-79. [Model comparisons, Theorems and 
propositions, Online algorithms, Competitive ratio, Complexity, 
Scheduling, Assessment.] 175 


One Size Does Not Fit All Projects: Exploring Classical Con- 
tingency Domains. Aaron J. Shenhar, Management Science, 47 
(March 2001), pp. 394-414. [Theoretical discussion, Multiple case 
study approach, Survey of project managers, Project types, Project 
classification, Technological uncertainty, System complexity, Sta- 
tistical analysis, Implications.] 176 


Pricing Discrete Barrier and Hindsight Options with the Tridi- 
agonal Probability Algorithm. Wai Man Tse, Leong Kwan Li, 
and Kai Wang Ng, Management Science, 47 (Match 2001), pp. 
383-93. [Literature review, Brownian motion, Multivariate normal 
probability evaluation technique, Error bounds, Computational 
results.] 177 


4.2 Research Methodology 
See also 1, 2, 3, 4, 5, 6, 7, 8, 9, 10, 11, 12, 13, 15, 18, 19, 
42, 43, 64, 66, 74, 87, 88, 95, 96, 98, 99, 100, 101, 102, 105, 
106, 107, 108, 109, 112, 116, 129, 132, 138, 144, 156, 169, 
170, 171, 177, 202, 207, 208 


The Moving Dollar. Gerda Gallop-Goodman, American Demo- 
graphics, 23 (January 2001), pp. 14, 16, 18. [Discussion, Black 
buying power, Increases, Income and entrepreneurship rates, Mar- 
ket potentials, Regions, Assessment ] 178 


Product by Design. David J. Lipke, American Demographics, 23 
(February 2001), pp. 38-41. [Discussion, Research techniques, 
Conjoint analysis, Software packages, Effectiveness, Customer sat- 
isfaction, Applications.] 179 


Truth Be Told. David J. Lipke, American Demographics, 23 (Feb- 
ruary 2001), pp. 21-23. [Discussion, Alternative economic mea- 
sures, Genuine progress indicator includes value of unpaid work 
and cost of crime, Impacts, Value of housework parenting, Volun- 
teer work, Loss of farmland, Commuting time, Statistical data.] 

180 


Why We Can't Afford to Measure Viewers. Erwin Ephron and 
Stuart Gray, Journal of Advertising Research, 41 (January/Febru- 
ary 2001), pp 86-90. [SMART peoplemeter panel, Comparisons, 
Set meters, Costs, Effectiveness, Assessment.] 181 


A Simple Approach for Short Product Lifecycle Forecasting. 
Larry Lapide, Journal of Business Forecasting, 20 (Spring 2001), 
pp. 18-20 [Discussion, Shape and height of demand curve, Assess 
percent of demand expected to date, Compute ratio of actual 
demand to date and multiply by original height estimate ] 182 


Random Utility Models in Marketing Research: A Survey. 
George Baltas and Peter Doyle, Journal of Business Research, 51 
(February 2001), pp. 115—25. [Literature review, Stochastic 
assumptions, Taxonomy (unobserved heterogeneity in alternatives, 
taste variation, heterogeneous choice sets), Experimental data, 
Assessment.] 183 


Mining the Store. Owen P. Hall Jr., Journal of Business Strategy, 
22 (March/Apnl 2001), pp. 24-27. [Discussion, Data mining, Sys- 
tems (neural nets, expert systems, classification and registration 
trees), Linking data mining to e-commerce, Customer segmenta- 
tion (behavioral classification, demographic clustering, product 
associations), Implementation, Examples.] 184 


Do Models of Vertical Strategic Interaction for National and 
Store Brands Meet the Market Test? Ronald W. Cotterill and 
William P. Putsis Jr., Journal of Retailing, 77 (Spring 2001), pp. 
83-109. [Literature review; Testing assumptions; Mathematical 
equations; Demand structure, vertical conduct and nonstrategic 
mark-up behavior by retailers; Empirical estimation; Model com- 
parisons; Linear approximate almost ideal demand specification; 
Assessment.] 185 


Measuring Customers' Overall Satisfaction: À Multi-attributes 
Assessment. Dooyoung Shin and Kevin M Elliott, Services Mar- 
keting Quarterly, 22 (No. 1, 2001), pp 3-19. [Literature review, 
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Survey, Scores (customer expectations, performance perception, 
single item versus multiple attribute), Rating gap, Assessment, 
Managerial implications, Airline industry.] 186 


4.3 Information Technology 
See also 30, 39, 40, 50, 68, 75, 76, 79, 121, 133, 134, 
136, 165, 175, 184, 201, 205, 211, 212, 213 


E-Operations: A Guide to Streamlining with the Internet. Ken- 
neth K. Boyer, Business Horizons, 44 (January/February 2001), pp. 
471-54. [Discussion, Benefits (centralized inventory, reduced facil- 
ities cost, self-sourcing, job specialization/scheduling), Problems 
(technology is critical, increased shipping costs, accountability/ 
legality, communication barriers), Examples.] 187 


Making the Most of On-line Recruiting. Peter Cappelli, Harvard 
Business Review, 79 (March 2001), pp. 139-46. [Recruiting as 
marketing (attracting candidates, sorting applicants, making con- 
tact quickly, closing the deal), Outside vendors, Discrimination 
risk, Future projections. ] 188 


Strategy and the Internet. Michael E. Porter, Harvard Business 
Review, 79 (March 2001), pp. 62-78. [Internet technology provides 
better opportunities for companies to establish distinctive strategic 
positronings, Internet influences on industry structure, A comple- 
ment, Applications in the value chain.] 189 


Where Value Lives in a Networked World. Mohanbir Sawhney 
and Deval Parikh, Harvard Business Review, 79 (January 2001), 
pp 79-86. [Discussion, Patterns, Location and mobility of intelli- 
gence, Reshaping industries and companies, Strategies (arbitrage, 
aggregation, rewiring, reassembly), Assessment, Guidelines.] 190 


Finally, a Way to Put Your Internet Portfolio in Order. Anthony 
K. Tjan, Harvard Business Review, 79 (February 2001), pp. 76-85. 
(Discussion, Comparisons, Classical portfolio planning, Evaluat- 
ing Internet initiatives for viability and fit, Matrix (sell or spin out, 
invest, kill, redesign), Applications. ] 191 


Why Your CIO Looks So Stressed. Kim Baker and Sunny Baker, 
Journal of Business Strategy, 22 (March/April 2001), pp. 40-43. 
[Information technology, Problems (software, network and service, 
hardware, Web tangles), Success, Guidelines.] 192 


Deciphering Collaborative Commerce. Bob Bechek and Cesar 
Brea, Journal of Business Strategy, 22 (March/April 2001), pp 
36-38. [Structuring knowledge sharing, Use of an online business- 
to-business exchange to facilitate the flow of information rather 
than to process transactions, Examples.] 193 


Getting the Most from Your B2B-Enabled Supply Chain. Tom 
Brewton and Kirsten Kingseed, Journal of Business Strategy, 22 
(January/February 2001), pp 28-31. [E-commerce, Web invest- 
ments, New economy pressures on corporate management (com- 
petitors, government, suppliers, channels), Strategic considera- 
tions, Success, Guidelines.] 194 


Alien Intelligence. James Martin, Journal of Business Strategy, 22 
(March/April 2001), pp. 18-23. [Computer intelligence, Software 
packages, Data mining, New technologies, Impacts, Decision mak- 
ing, Examples.] 195 


EDI and the Internet: Can Two Generations of E-Commerce 
Coexist? Stuart Sawabini, Journal of Business Strategy, 22 (Janu- 
ary/February 2001), pp 41-43. [Comparative analysis, Competi- 
tive advantage, Costs, Effectiveness, Supplier relationship manage- 
ment programs accessed over the Internet can offer small 
companies many of the benefits large firms gain from their EDI 
systems, Examples.] 196 


A Framework for Examining IT-Enabled Market Relation- 
ships. Mary E. Shoemaker, Journal of Personal Selling and Sales 
Management, 21 (Spring 2001), pp. 177-85 [Literature review, 
Information technology tools, Relationship onentation, Integrated 
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and aligned processes, Consumer knowledge, Impacts, Customer 
relationship management, Enterprise resource planning, Knowl- 
edge management, Assessment.] 197 


McKinsey Quarterly, (No. 1, 2001), pp. 178-93. [Three articles on 
broadband technology, High-speed Internet access, Digital sub- 
scriber line versus cable, Advantages, Disadvantages, Profitability, 
Europe's broadband access, Assessment.] 198 


E-Commerce Study: EDI Still Popular Among Distributors. 
Purchasing, 130 (February 22, 2001), pp. 96-98. [Survey, Com- 
parisons, American Supply and Machinery Manufacturers’ Associ- 
ation, Industrial Distribution Association, Use of EDI (purchase 
order, acknowledgment, invoice), Integration into host/main com- 
puter system, Motivators, Assessment.] 199 


5. OTHER TOPICS 


5.1 Educatlonal and Professional Issues 
See also 16 


Marketing to Ethnic Minority Consumers: A Historical Jour- 
ney (1932-1997). Geng Cui, Journal of Macromarketing, 21 (June 
2001), pp. 23-31. [Content analysis, Number of publications and 
studies, Topics, Stages (thematic, problematic, practical), Assess- 
ment.] 200 


Journal of Marketing Education, 23 (April 2001), pp. 5-72. [Seven 
articles on integrating technology and distance learning in market- 
ing education, Application guidelines, Enhancing the diffusion 
process through technology champions, Online learner-centered 
marketing class, Electronic and traditional MBA marketing plan- 
ning courses, Technology-rich learning environments, Web-based 
tutorials, Integrating interactive technology into the marketing cur- 
nculum.] 201 


Research Priorities in Sales Strategy and Performance. Thomas 
W. Leigh and Greg W. Marshall, Journal of Personal Selling and 
Sales Management, 21 (Spring 2001), pp. 83-93. [Discussion; 
Establishing a customer-centric culture; Market segmentation, 
Market adaptability; Information technology; Sales, service, and 
technical support systems; Customer feedback and satisfaction; 
Selecting and developing sales personnel; Examples ] 202 


Conceptualizing the “Spirit of Service” in Tourism Education 
and Training: A Case Study from New Zealand. Nell Buissink- 
Smith and Alison J. McIntosh, Journal of Teaching in Travel and 
Tourism, | (No. 1, 2001), pp 77-94 [Literature review, Interpre- 
tive description methodology, Participant observation in tourism 
educational establishments, Skill areas (individualism, mindful- 
ness, energy, communication, orientation), Assessment, Implica- 
tions.] 203 


The Development and Positioning of Business Related Univer- 
sity Tourism Education: A UK Perspective. Nigel Evans, Jour- 
nal of Teaching in Travel and Tourism, | (No. 1, 2001), pp 15-34. 
[Literature review, Tourism as an area of study; Classification of 
journal articles; Core body of knowledge; Tourism should not be 
regarded as a discipline, but as a field; Case study.] 204 


Multi-leveling Internet Assignments. Dawne M Flammger, 
Journal of Teaching in Travel and Tourism, 1 (No. 1, 2001), pp. 
119-20. [Create teams comprised of members with different Inter- 
net skill levels, Provide step-by-step directions, Offer same project 
at five levels based on self-reports of abilities, Example.] 205 


Tourism Education: North American Experiences. Charles R. 
Goeldner, Journal of Teaching in Travel and Tourism, | (No. I, 
2001), pp. 95-105 [Tourism programs, Multidisciplinary, Distance 
learning, Graduate and special programs, Facilities and technology, 
Status, Faculty qualifications, Journals, Associations, Conferences, 
Textbooks, Distinguished professors, Research, Assessment ] 206 


Practicing What We Preach in Tourism Education and 
Research: The Use of Strategic Research Methods for Program 
Design, Implementation and Evaluation, Part’ I—Visioning. 
J.R. Brent Ritchie and Lorn R. Sheehan, Journal of Teaching in 
Travel and Tourism, | (No. 1, 2001), pp. 35-46. [Literature review, 
Process of managing tourism/hospitality education programs, Data 
collection (personal vision statements), Decision making, Respon- 
sibility allocation, Assessment.] 207 


Practicing What We Preach in Tourism Education and 
Research: The Use of Strategic Research Methods for Program 
Design, Implementation and Evaluation, Part II—Focus 
Groups. J.R. Brent Ritchie and Lorn R. Sheehan, Journal of 
Teaching in Travel and Tourism, | (No. 1, 2001), pp. 47-55. [Dis- 
cussion, Setting goals, Establishing levels of student satisfaction 
with the program, Identifying suggestions for overcoming any 
shortcomings, Assessment.] 208 


Evolution and Tourism Education—A Multi-sectoral View. Ken 
Simpson, Journal of Teaching in Travel and Tourism, | (No. 1, 
2001), pp. 1-14. [Literature review, Impacts, Evolution in supply 
and demand, Government and tourism industry, Government and 
education, Academic community, Survey of tourism academics, 
Qualifications, Future of research, Need for cooperation between 
polytechnics and university sectors, New Zealand.] 209 


Relevance and Quality in Australian Tourism Higher Educa- 
tion: Educator and Professional Views. Jacintha A.C. Tan and 


Damian J. Morgan, Journal of Teaching in Travel and Tourism, | 
(No. 1, 2001), pp. 57-76. [Literature review; Survey; Attitudes; 
Importance; Competitive advantage; Logical thinking, social inter- 
action, tourism knowledge and concepts, and generic skills were 
considered important by both groups with specific workplace com- 
petencies, and professional experience was considered relatively 
less important by educators; Statistical analysis.] 210 


Learning at a Distance. Gary Williams, Journal of Teaching in 
Travel and Tourism, | (No. 1, 2001), pp. 107-17. [Computer-medi- 
ated communication, Survey of students, Attitudes, Sense of com- 
munity, Subject content, Lecturer involvement, Assignment assis- 
tance, Not enough participants, Teaching strategies.] 211 


Fast Lines at Digital High. T. Michael Nevens, McKinsey Quar- 
terly, (No. 1, 2001), pp. 166—77. [Discussion, Digital learning, 
Teachers' use of computers/Internet, Internet access, Training, 
Technology stages, Educational objectives, Textbook procurement, 
Curriculum development, Assessment.] 212 


Today's Buyer Is High-Tech. Purchasing, 130 (February 22, 
2001), pp. 52-54. [Professional responsibilities, Computerization 
and just-in-time management, Teamwork, Demographic profile, 
Entry into the profession, Experience, Education, Certification, Job 
satisfaction, Career goals.] |... 213 


5.2 General Marketing: 
See also 170, 200 
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Russell W. Belk 


Unpacking My Library: 
The Marketing 
Professor in the Age of 
Electronic 
Reproduction 


My title steals from Walter Benjamin twice. The main title 
is taken from his “Unpacking My Library: A Talk About 
Book Collecting” (1968b). In that somewhat obscure paper, 
Benjamin wistfully conveys some of the rich memories con- 
Jured up by the books in his library. Each volume evokes a 
detailed recollection of how it was ardently stalked, care- 
fully acquired, and lovingly placed on his shelves, even 
though Benjamin, like most book collectors, never sullied 
his treasures by reading them. Likewise, he did not play with 
the toys he collected. Strange as this may seem, it is charac- 
teristic, if not definitive, that objects in a collection are taken 
out of their ordinary uses and given special revered status as 
part of a sacred set (Belk 1995). This part of the title is 
meant to announce that in this essay, I intend to say some- 
thing about books, collecting, and the mnemonic power of 
objects. 

My subtitle is a transmogrification of another Benjamin 
(1968a) paper title, “The Work of Art in the Age of Mechan- 
ical Reproduction.” In this more famous paper, Benjamin 
worries about the loss of mystical “aura” when visual artis- 
tic images are no longer produced as totally unique hand- 
wrought works of art but are instead duplicated in mass 
quantities through photography, film, and printing (this was 
before television, e-mail, faxes, videocassette recorders, dig- 
ital versatile disks [DVDs], compact disks [CDs], and the 
Internet and before Andy Warhol began mass producing pop 
art in a loft he called The Factory). My transliteration of this 
title is meant to suggest that marketing professors might be 
thought of as works of art but that their value may be sub- 
ject to rapid decline in an age in which access to scholarship 
is democratized through new electronic media. But this is 
only one of the senses in which my subtitle is intended. I 
also explore the more positive opportunities that the emerg- 
ing electronic age provides for professionals who study and 
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teach about marketing and consumption. Among other 
things, these changes mean that professors may not all die of 
white lung disease from scratching calcium carbonate on 
blackboards. There are some additional benefits of new 
technologies as well. 

To preface these inquiries and provide a thin thread that 
bastes them together, I include a short narrative about my 
own encounters with books and alternative electronic media. 
Lest I be thought to be presumptuously comparing myself to 
Walter Benjamin, I hasten to emphasize that the only partial 
similarities are some shared German Jewish heritage 
(though I lack a Jewish upbringing) and an abiding interest 
in consumption phenomena and art. Furthermore, whereas 
Benjamin's material trajectory from his family of birth was 
decidedly downward from affluence, mine has been mod- 
estly upward, thanks to being the first college graduate in 
my family. Whereas Benjamin was born before the dawn of 
the twentieth century and felt the turmoil of Hitler's rise to 
power in Germany, I was born just after World War II and 
felt the rush of consumer culture's rise to power in the 
United States. Whereas Benjamin regarded it as a virtue 
never to use the first person singular in his writings (even his 
"autobiographical" writings), I do not, as is already evident. 
And, most significantly, whereas Benjamin has been 
described as the last of the great intellectuals, I would hardly 
describe myself as such, even in my fondest imagination. 


Memoirs of a Shy Librarian 


Like many middle-class, suburban American, first-wave 
baby boom children, my brother and I were proud preado- 
lescent possessors of a small library that included the ten- 
volume Junior Classics, the Encyclopedia Britannica, World 
Book Encyclopedia, Ripley's Believe It or Not, a Bible, 
assorted Little Golden Books, a world atlas, and a big book 
about zoo animals. But this was also the age of Sputnik and 
the space race, which meant that we also had a spate of sci- 
ence books. We possessed, no less proudly, books about 
minerals, fossils, dinosaurs, electronics, home repair, camp- 
ing, trees, flowers, insects, scientific discovery, space, 
stamps, coins, and woodcraft. In our home, regular periodi- 
cals included Life, Saturday Evening Post, Sports Illus- 
trated, Sunset Magazine, Reader's Digest, and occasional 
comic books featuring Donald Duck, Archie, and Fox and 
Crow, as well as every issue of Mad Magazine we could 
find. 

I must have been affected by books at quite a young age, 
because surviving volumes show considerable evidence of 
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my preliterate scribbles. In truth, my handwriting has not 
improved much, and my present margin annotations do not 
really differ that much from my early attempts at writing. 
Although my scribbles may have presaged a career of writ- 
ing, I was also a would-be child entrepreneur. In addition to 
attempts at a sidewalk lemonade stand, a basement ZOO, a 
neighborhood newspaper, and an outdoor carnival, I decided 
to put my books to work by opening a library. In the back of 
each volume, I carefully pasted a typed due date slip, though 
I cannot recall anyone ever checking out a volume, much 
less my assessing and collecting any late fees. 

By the time I was in sixth grade, two momentous media 
events changed my home environment: Our family bought a 
television set, and I obtained a copy of Vance Packard’s 
(1957) Hidden Persuaders. The television began to attract 
my attention away from books. Given the quality of televi- 
sion programming at the time, my intellectual development 
is no doubt the poorer for this acquisition. But Packard’s 
book had the opposite effect. My father was then an adver- 
tising agency production manager, and the book precipitated 
extended critical discussions with him of what advertise- 
ments (like those on our new television) do and how they 
affect people. I did not realize it for some years, but I now 
have no doubt that those discussions were instrumental in 
my becoming interested in marketing and consumer behav- 
10r. I did not realize it when I enrolled in college in geo- 
physics or when I switched to English literature. But even- 
tually I found myself taking business courses, and as I 
approached graduating with a master’s degree in business, I 
considered taking an offer to work for General Mills in mar- 
keting research. Fortunately the master’s program at Univer- 
sity of Minnesota at the time required either a thesis or three 
long “Plan B” papers, and by pursuing the latter papers, I 
had learned the joy of doing original research. This led me 
to go on for a doctorate so that my career could be devoted 
to doing my own research rather than others’. 


Technology 


When I wrote my doctoral thesis in 1972 (multiple experi- 
ments and a three-mode factor analysis of situational effects 
on consumer behavior), we were still using mainframe com- 
puters and carrying around boxes of computer punch cards. 
That was also how I input the three-mode factor analysis 
program I wrote. There was also a computer lab full of 
mechanical Friedan calculators that we would set up to do a 
complex calculation we called “The Freddy Friedan March” 
at the end of the day. Shortly before I graduated, the mar- 
keting department invested in two four-function, two- 
memory electronic calculators. One was manufactured by 
Wang and the other by Singer, so it seems appropriate that 
each machine was the size of a portable sewing machine, but 
not that each cost about $1,200. Because my department 
was not sure how reliable these new devices would be, it 
also invested a similar amount in yearly service contracts. 
Today, such calculators are somewhat anachronistic, are the 
size of a credit card, and are either give-aways or $5 pur- 
chases at Wal-Mart or OfficeMax. 

In writing my thesis, I used an electric typewriter and 
lots of correction fluid. Although I used some drawings for 


mock advertisements in both my thesis and one Plan B 
paper, it was several years before I began to explore 35- 
millimeter photography and more years before I began to 
incorporate it in my research. Electronic copying machines 
were available, but most classroom materials were still 
mimeographed after being typed on those blue film sheets 
that required another messy liquid to make corrections. Like 
other instructors, I made the breakthrough to black-and- 
white overhead transparencies for use in class and eventu- 
ally began to incorporate color slides as well. But the black- 
board still loomed large in any college class. Come to think 
of it, for many marketing professors, including those with 
access to classroom computers, white boards, liquid crystal 
display (LCD) projectors, Elmo imaging machines, and a 
host of other electronic classroom technology, it still does. 

My big breakthrough into multimedia research did not 
come until 1984, when I proposed a project that came to be 
known as the Consumer Behavior Odyssey (see Belk 1989). 
Shortly before this, I had acquired an early consumer cam- 
corder and had taken a videography class. The possibility of 
studying consumer behavior using video intrigued me. 
Although I had been reading anthropology and sociology lit- 
erature for more than ten years in pursuing my research on 
gift giving, I had yet to do any qualitative research. Fortu- 
nately, two of those who joined the Odyssey project early on 
were John Sherry, an anthropologist, and Melanie Wallen- 
dorf, who, unlike me, had some training in sociology and 
who was at that time toying with nonpositivist research. 
Together, they joined me in a demonstration project at a 
swap meet in Arizona, where I began to learn to conduct 
depth interviews, take field notes, and use still and video 
photography in research (see Belk, Wallendorf, and Sherry 
1988). This was in November 1985, and by the following 
summer, we were joined by nearly two dozen other 
researchers in the cross-country Odyssey from Los Angeles 
to Boston. We bought a couple of early laptop computers to 
assist in taking field notes, borrowed a big three- 
quarter-inch video camera from University of Illinois, and 
bought 35-millimeter bulk film to load for photography. We 
were fortunate to be joined by Tom O'Guinn, who had some 
professional video camera experience from the television 
series Austin City Limits. À major sponsor, the Marketing 
Science Institute, suggested that we do our final report for it 
as a video, and after much trial and error learning, the result 
was a video distributed by Marketing Science Institute (Wal- 
lendorf and Belk 1987). I describe the details of this project 
elsewhere (Belk 1989), but for me and others who partici- 
pated, it opened up the worlds of both qualitative research 
and visual methods. There is no necessary relationship 
between qualitative and visual methods, but both were 
largely unknown in academic marketing and consumer 
research at the time. 

After the Odyssey project, I began to require my stu- 
dents to use video and still photography in class research 
projects as well as to prepare field notes and transcriptions 
from depth interviews they conducted for these projects. I 
began to use more videos and slides in class and bought an 
LCD panel to connect to my laptop computer in order to 
demonstrate software for managing qualitative data. Stu- 
dents then used this software to find and organize the data 
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transcriptions pooled from student data collection. I began 
attending meetings of the Society for Visual Sociology and 
the Society for Visual Anthropology, and following one 
meeting in Rochester, N.Y., I took a week-long course in 
photography from visual soctologist Howie Becker. By the 
time I did a sabbatical year in Romania in 1991—92, I was 
committed to qualitative research but still used some ques- 
tionnaires as well. In addition to an audio recorder, I took 
along a still camera and film, and when I returned I set up a 
dark room and began to develop and print black-and-white 
photos as well as color slides. Seven years later, when I did 
my sabbatical year in Zimbabwe, I had along two digital 
video cameras, three tripods, assorted microphones and 
lights, a digital still camera, an audio recorder, a laptop com- 
puter, and an LCD projector for classroom use. I taught my 
students in Africa to use the cameras and assist me in my 
research as well as carry out their own (see Belk 2000). 

Between these two sabbaticals, Ron Groves and I 
hooked up (sometimes with other researchers, including Per 
@stergaard and Ron Hill) for a series of visual and qualita- 
tive research projects in Australia and Thailand and over 
Antarctica. Although it is not necessary to go to another 
country to benefit from visual methods, such media help 
make the strange familiar to people elsewhere. In the Aus- 
tralia work, we initially had the help of a three-person pro- 
fessional camera crew and subsequent professional editing 
for these videos (e.g., Belk and Groves 1994, 1997). This is 
a wonderful luxury, but one of the costs is a partial loss of 
control. So when digital camcorder and editing equipment 
became affordable (complete costs dropped from more than 
$100,000 to less than $10,000 during the 1990s), we began 
to do our own visual work throughout the process (e.g., Belk 
and Groves 1999). We received research grants for some of 
the equipment and bought the rest ourselves—in my case, 
partly by picking up used equipment through eBay and 
online classified advertisements. 

Meanwhile, back in the classroom, I moved from requir- 
ing my students to videotape some of their depth interviews 
to also giving them the option of editing a videotape rather 
than turning in a written paper. Thus far, students who have 
chosen this option have spent two to three times as long as 
those who write papers, but they report enjoying it far more. 
In classroom teaching, I have long tried to incorporate mul- 
timedia. In addition to videos, slides, films, overhead trans- 
parencies, and PowerPoint presentations (interactive when 
feasible), I use CD-ROMs (advertising clips, music such as 
that by Marketing Mike and the Suits, interactive learning 
tools, and old promotional films), DVDs, and the Internet. 
All have proved useful and popular with students. 


Back to Benjamin 


With my multimedia adventures as backdrop, I return to the 
more theoretical and practical issues raised by Benjamin’s 
essays. Having held appointments at three U.S. schools and 
having spent three sabbaticals outside of the United States, I 
have had the expenence of unpacking my library (or at least 
the portions I brought along) several times. My first sabbat- 
ical was in Vancouver, and I am pleased to report that the 
University of British Columbia has a first-rate library. By 
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the time I got to Zimbabwe, I could obtain some of what I 
needed online and on CD-ROMs I had brought along. This 
was not the case in Romania, however, and I was pleased to 
have a few books with me. I was at this time (the start of the 
1990s) even more dependent on the laptop computer I 
brought. There was no e-mail in Romania at the time, and 
the university to which I was attached had four personal 
computers for 40,000 students. Until the 1989 Christmas 
revolution, typewriters in Romania had to be registered as 
instruments of propaganda. As a result, even students who 
gained access to computers had no typing skills. Neverthe- 
less, the newly released flood of advertising on Romanian 
television and in the streets made students anxious to 
acquire computers so they could keep track of the flood of 
new consumer information. Western cynicism toward adver- 
tising had yet to set in, and there was instead incredulity that 
both Pepsi-Cola and Coca-Cola could claim that they were 
the choice of the young generation. But by the time I made 
areturn visit four years later, Romania had become a part of 
global consumer culture. This was entirely predictable. Dur- 
ing the revolution, the first thing the rebels broadcast on the 
commandeered national television station was a bootlegged 
copy of the movie E.T. 

During the year my wife and I spent in Romania, I was 
more like these Romanians craving the new than I was like 
Walter Benjamin reveling in the memories evoked by old 
books. But visual material was another matter, and the pho- 
tographs my daughter sent of her graduation from Rutger’s 
University were especially treasured. In receiving her 
degree, she carried out a family in-joke dating from her 
fourth birthday by wearing a Groucho nose, moustache, and 
glasses. I cannot remember enjoying a photograph more 
than this. Other than a few such photos, I was attached to 
very little in Romania, and it was an interesting experience 
to learn how little J really needed. Nevertheless, my wife and 
I craved a few basic services, such as reliable food sources, 
24-hour access to water, hot water, reliable electrical power, 
and copying machines. The desire for copying machines 
may be linked to a time when I needed to reproduce some 
questionnaires to measure materialism in Romania. I 
brought a ream of paper (from the United States) and the 
obligatory quart of Scotch whiskey to the senior professor to 
see if he would obtain the copies from the university copy- 
ing machine. When I received copies two weeks later, they 
were on poor-quality newsprint paper, and still the professor 
demanded money for his facilitating services. 

I wish I could say that living in Romania and my new- 
found appreciation of how little we really need gave me an 
urge to live more simply. Instead, after my return I rewarded 
myself with a new (well, two-year-old) Audi. Never mind 
that the price was $12,000 because of a false story about 
sticking accelerators on 60 Minutes or that I needed the four- 
wheel drive where I live in the winter; it was a luxury com- 
pared with my previous Subarus. Since that time, I have 
heard a few anthropologists talk about how they too 
“reward” themselves with an extravagant purchase after liv- 
ing in some remote third-world society. My self-reward 
helped me understand why Romanians at the time rated 
highest of 12 countries in materialism scores (Ger and Belk 
1996). The explanation I heard over and over from Romani- 


ans was that they had suffered long enough during a decade 
in which Ceauçescu exported all desirable consumer goods 
in order to repay a massive foreign debt. They too offered a 
deprivation-based justification of deservingness for their 
insistent consumer desires now that the window on the 
world was opened. So if I did not carry much of the United 
States with me when I went to Romania, I may have inad- 
vertently carried more of Romania back with me on my 
return to Utah. And like Benjamin, my reflections (not on 
my book collection, but on my joys in being back in a land 
where finding potatoes is not an all-day search and students 
do not need to wear mittens and stocking hats to keep warm 
in class in the winter) prompted a desire in me for more, not 
less. 

I took many photographs in Romania, but as foreigners 
we were still under the surveillance of the secret police, 
Securitate, which had occasion to stop me, take my camera, 
and ask why I was taking photographs. Fresh from the days 
of suspicion of everyone under Ceaugescu, Romanians also 
were understandably wary of being photographed. So I have 
not been able to convey those experiences as visually as I 
might wish to students and colleagues. Words can do a good 
job of conveying what has been called “propositional knowl- 
edge,” but visual images are generally superior for convey- 
ing “experiential knowledge” of what something feels like. 
Whereas propositional knowledge is knowledge about 
something and produces cognitive understanding, experien- 
tial knowledge is knowledge of something and produces 
emotional understanding that ideally enables the recipient to 
gain a shared sense of what it might be like to be another 
person embedded in another culture. I do have a few photos 
of Romanian consumption on my Web page, but other than 
that, my reported research from these experiences is primar- 
ily written. 

As suggested previously, my sabbatical in Zimbabwe 
was much better documented visually, primarily through 
videotaped observations and interviews (55 hours of video- 
tape before editing). I also recorded approximately 6 hours 
of television commercials that are used in one of the result- 
ing videos. One of the other two videos I have made on the 
basis of fieldwork in Zimbabwe is a collaborative effort with 
my MBA students there. Because the focus of this video is 
the consumption patterns of the new black elite in Zim- 
babwe and because these students were virtually all a part of 
this elite (with the exception of those from other African 
countries), the project lent itself to such joint representation 
quite well. The issue of who represents whom ts a critical 
one in postmodern ethnography (e.g., Clifford 1988; Clif- 
ford and Marcus 1986), though because I did the editing 
after my return to the United States, I still retained interpre- 
tive authority. Although I can hardly regard my interpreta- 
tions as definitive and although they are not necessarily the 
emic interpretations shared by my informants, I believe that 
to abrogate this interpretative role in favor of someone else’s 
does not make the best use of my meager talents. Unlike in 
Romania, during my year in Zimbabwe, I had access to e- 
mail and the Internet, which allowed me to stay in much 
closer touch with friends, family, and colleagues around the 
world. When my daughter became pregnant, my wife and I 
were able to see a sonar-gram image sent by e-mail. I have 


perhaps never appreciated visual images more, at least until 
I received pictures of my granddaughter Zoe by e-mail as 
well. And sure enough, one of these photos showed weeks- 
old Zoe sporting a Groucho nose and glasses (Belk 2000). 


The Marketing Professor in an Age 
of Electronic Reproduction 


But suppose researchers return from the field or laboratory 
ready to share their videotapes, photographs, and other 
recordings with others through either local access digital 
formats such as videotape, CD-ROMs, and DVD or distrib- 
uted access digital media such as the Internet. Are these 
researchers obsolescing themselves at the same time that 
they are democratizating access to their data and interpreta- 
tions by sharing such experiential knowledge? Isn’t this just 
a case of inflating available knowledge with the predictable 
result that it is cheapened? That is, as more knowledge ts put 
into circulation and made more accessible, the market 
becomes subject to the forces of inflation, and as with Gre- 
sham’s Law, the bad money of cheap electronic information 
drives out the good money of flesh-and-blood marketing 
professors. Contrary to Gresham’s Law, however, professors 
are subject to decay and cannot be readily stockpiled, 
whereas electronic media can remain fresh on the shelf and 
in cyberspace indefinitely until they are brought to life. Per- 
haps these fears have some merit, but I have no fear that 
flesh-and-blood marketing professors will be rendered obso- 
lete any time soon. Furthermore, there are benefits to both 
the professor and others from sharing knowledge in these 
new ways. In addition to providing potentially more vivid 
experiential knowledge, such images may reach broader 
audiences than academic journal articles and books ever 
will. Although I have not seeded my Web page at all, it has 
stimulated comments from consumers and researchers inter- 
ested in Fiji, collecting, gift-giving, Zimbabwe, Romania, 
and French literature It has provided a way for me to share 
some of my research conclusions with my former collabora- 
tors in Zimbabwe. And it provides a ready resource for stu- 
dents, both mine and others’, who can access it with increas- 
ing ease. Furthermore, purely visual media transcend 
language and literacy barriers, increasing not only the poten- 
tial audience for such images but the potential supply of 
images as well. No doubt because of international and 
global marketing, the field of marketing has not been as eth- 
nocentric as psychology, but marketers primarily draw on 
the United States for their concepts, research subjects, and 
research outlets. Other than language (and translation pro- 
grams help transcend this barrier), the Internet knows no 
such national boundaries. As bandwidth increases, stream- 
ing video will become as accessible as photographs on the 
Web. 

Given such benefits from making use of a broader 
library of materials (both academics’ and others’) than print 
media alone, why has the academy continued to resist visual 
media and clung to the tacit belief that text is superior? 
Although part of the answer 1s no doubt resistance to change 
and innovation, Heisley (2001) suggests some additional 
answers. Today, we regard the gaze at others as somewhat 
voyeuristic. Promotion and tenure committees have a diffi- 
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cult time evaluating visual material in the behavioral sci- 
ences. There is generally no peer review of such material 
before “publication” Because it provides the audience a 
greater opportunity for Interpretation, scholars may feel a 
heightened vulnerability or loss of control of their material. 
It is hard to use yellow highlighters or adhesive notes with 
visual material. And it takes a lot of work and new skills to 
produce good visual material. Although each of these expla- 
nations has some merit for the time being, all are likely to be 
decreasingly persuasive in the future, as more professors 
acquire visual skills and as the academy begins to feel more 
comfortable with such media. Furthermore, students raised 
in a television/Internet/video/CD/DV D/MP-3-saturated 
environment respond favorably to such media in the context 
of university education. Instructors who produce and pro- 
vide such materials are likely to have an advantage in teach- 
Ing and research over those who do not. And with time, I 
have faith that academic curmudgeons will begin to appre- 
ciate such materials more and more. If the audience at the 
2000 and 2001 Association for Consumer Research sessions 
at which Rob Kozinets and I showed our videos is any indi- 
cation, there is rapidly budding curiosity and enthusiasm 
about videography. 

One further thing might dismay Walter Benjamin about 
the electronic revolution that is going on in research and 
teaching media: The materials made available within these 
new media are generally more ephemeral experiential 
objects of consumption than are books. It is possible to hold 
and even caress a book. The reader can feel the pages and 
leave his or her marks on them. Readers can curl up with a 
book and get lost in revelry or contemplation of ideas. 
Books may even acquire a slightly musty smell that no 
doubt aided the recollections that prompted Benjamin's nos- 
talgic reflections on his library. None of this applies as read- 
ily to visual materials. Although some of the same things 
can be done with a book of photographs, videotapes, CD- 
ROMs, DVDs, and Internet pages are not very cuddly, and 
some experiences with these objects (especially the Internet) 
cannot be put on a shelf and stored in some possessive man- 
ner as can be done with books. Given what I have said about 
possessions and the extended self (Belk 1988), it might well 
seem that the fleeting nature of these visual experiences will 
keep people from incorporating and assimilating them. But 
students are ahead of professors here, and I find it necessary 
to try to convince students that there is more to the sum total 
of human knowledge than that which can be found on the 
Internet. In addition, my studies with collectors suggest that 
people can also be collectors of experiences and regard them 
no less dearly than the more tangible objects in others' col- 
lections of books or other objects. Indeed, as Walter Ben- 
jamin's reflections on his books suggest, he was collecting 
not just the objects themselves but the experiences of hunt- 
ing, discovering, and acquiring them. However, unlike Ben- 
Jamin and other collectors' extra-utilitarian fascination with 
objects taken out of their original uses, I hope that users of 
visual media will continue to benefit from the content of the 
visual image. Despite changing content and disappearing 
sites, some Internet sites are likely to prove as permanent as 
the printed word—and much more quickly locatable and 
accessible. Unlike books, which use a linear approach, ver- 
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bal or visual images can be acquired in a nonlinear way and 
can be considered more collages than fixed narratives 
directed solely by the author. This means they can be used 
more creatively as well. Such advantages are likely to more 
than outweigh the lack of tangibility in some visual media. 

I see new electronic media supplementing rather than 
replacing the printed word. I encourage students to read 
promiscuously—anything and everything they find interest- 
ing, without regard to whether the sources are high or low (a 
distinction that is also disappearing in a postmodern age; see 
Seabrook 2000). The same advice applies to visual material. 
Thanks to university human subjects regulations, people 
need not feel they are guilty voyeurs for being fascinated 
with images of the Other. In an undeniably global world, 
people need to expand their scope and become more attuned 
to cultural differences and similarities. People need to gain 
critical visual literacy and become more actively involved in 
both scrutinizing images they see and creating images for 
others to use. This is the threshold of an era in which access 
to still and moving visual images and accompanying sounds 
will be quick, easy, and randomly accessible. Although the 
printed word will continue to be useful, it will increasingly 
seem inadequate to fully capture the meanings of interesting 
activities, people, and events. 

I have referred to several videotapes about consumer 
behavior and marketing ın this discussion. Although these 
are in the documentary genre, many researchers have dis- 
covered how parts of feature films and other visual and oral 
media can also convey "truths" about human behavior. As an 
invitation to delve more deeply into this new world of 
images, I close with a brief suggestive bibliography of 
potentially useful materials. I hope readers will find some of 
them they may not have encountered as fascinating as I do. 
And I hope that use of the insights and examples provided 
by such works will help professors themselves become 
works of art in an age of electronic reproduction. 


Brief Bibliography of Visual and 
Oral Material Dealing with 
Consumption 


Feature Films 


American Psycho (I think the film is better than Bret Easton Ellis's 
book, especially the scenes of comparing business cards; 2000, 
directed by Mary Harron). 

Babbette's Feast (based on a novel by Isak Dinesen [Karen 
Blixen], the joys of food versus the pleasure-denying austerity 
of the Protestants in this case; 1987, directed by Gabriel Axel). 

Bonfire of the Vanities (a bomb—Tom Wolfe's book is much bet- 
ter—but still a telling portrait of the 1980s as the decade of 
greed, much more consumption oriented than Wall Street; 1990, 
directed by Brian De Palma). 

Chocolat (Joanne Harris' book is a bit deeper, but the film is also 
quite effective in depicting consumption Joys versus religious 
austerity in a French village; 2000, directed by Lasse 
Hallstrom). 

Clerks (the antithesis of relationship marketing; 1994, directed by 
Kevin Smith) 

Fanny and Alexander (a seemingly strange choice perhaps, but 
some wonderful scenes redeeming consumption as a source of 


fantasy that opposes the everyday world of somber adulthood; 
1983, directed by Ingmar Bergman). 

The Gods Must Be Crazy (steeped in postcolonial racism, a West- 
ern fairy tale about the power of Western goods to beguile the 
hapless native; 1981, directed by Jaime Uys). 

The Great Gatsby (it is hard to do justice to F. Scott Fitzgerald’s 
classic novel and Daisy Buchanan’s awe at the beauty of 
Gatsby’s shirts, but an instructive look at consumption never- 
theless; 1974, directed by Jack Clayton). 

The Jerk (materialism, especially the scene in which Steve Martin 
has gone bankrupt and leaves his mansion, saying he needs 
nothing of his former possessions, except...; 1979, directed by 
Carl Reiner). 

Like Water for Chocolate (based on a novel by Laura Esquivel and 
a logical companion piece to Chocolat, but Mexican, and based 
on the emotional content of food; 1992, directed by Alphonso 
Arau who was then married to Laura Esquivel). 

Pretty Woman (Cinderella tale in which poor prostitute Julia 
Roberts is transformed into the fiancé of Richard Gere with the 
help of Rodeo Drive; 1990, directed by Garry Marshall). 

Pulp Fiction (early scene in which European and America fast food 
are compared; 1994, directed by Quentin Tarantino). 

Trading Places (a "there but for the grace of God go I” look at 
wealth, poverty, and consumption; street smarts win out over 
Wall Street, prep schools, and the Ivy League; 1983, directed by 
John Landis). 

Scenes from a Mall (Woody Allen and Bette Midler show how to 
be a postmodern consumer in the shopping mall [see Belk and 
Bryce 1993]; 1991, directed by Paul Mazursky). 

Wayne's World (the scene in which Wayne decries product place- 
ments and endorsements while blatantly displaying and pro- 
moting a long series of brands; 1992, directed by Penelope 
Spheeris). 


Videos 


The Ad and the Ego (much more effective than Affluenza in appre- 
ciating media influences on consumption; San Francisco: Cali- 
fornia Newsreel, 57 minutes) 

Affluenza (a PBS dramatized comedy about the affliction of afflu- 
ence and consumption; KCTS, Seattle and Oregon Public 
Broadcasting, 1997, 58 minutes) 


Photograph Books 


Aaland, Mikkel (1981), County Fair Portraits. Santa Barbara, CA: 
Capra Press. 

Agee, James and Walker Evans (1941), Let Us Now Praise Famous 
Men. New York Riverside Press. 

Aperture (1996), Everything that Lives, Eats. New York: Aperture. 

Conkelton, Sheryl and Anne Lamott (1993), Home and Other Sto- 
ries: Photographs by Catherine Wagner. Los Angeles: Los 
Angeles County Museum of Art. 

Evans, Christopher (1990), In The Money. London Blue Window 
Books. 

Goldberg, Jim (1985), Rich and Poor. New York: Random House 

Hansen, Ursala and Karin Blüher (1993), Handel und Konsumkul- 
tur. Hannover, Germany: Fackeltrdger- Verlag. 

Hoover, Dwight W (1986), Magic Middletown. Bloomington, IN: 
Indiana University Press. 

Kugelmass, Jack (1994), Masked Culture: The Greenwich Village 
Halloween Parade. New York: Columbia University Press. 

Lesy, Michael (1973), Wisconsin Death Trip. New York: Random 
House. 

Levinson, Joel D. (1983), Flea Markets. Berlin: Braus. 

Lewandowska, Marysia and Neil Cummings (1995), Lost Prop- 
erty. London: Chance Books 

Mahardige, Dale and Michael Williamson (1989), And Their Chil- 
dren After Them. New York: Random House. 

Owens, Bill (1999), Suburbia, 2d ed. New York. Fotofolio. 


Pratt, Gretta (1994), In Search of the Corn Queen. Washington, 
DC: National Museum of American Art. 

Putnam, Tim and Charles Newton, eds. (1990), Household 
Choices London: Futures Publications. 

Rousseau, Ann Marie (1981), Shopping Bag Ladies New York: 
Pilgrim Press. 

Rutkovsky, Paul (1982), Commodity Character. Rochester, NY: 
Visual Studies Workshop Press. 

Salinger, Adrienne (1995), [n My Room. San Francisco: Chronicle 
Books. 

Seale, William (1981), Tasteful Interlude: American Interiors 
Through the Camera's Eye, 1860-1917, 2d ed. Nashville, TN 
American Association for State and Local History. 

Secretan, Thierry (1995), Going into Darkness: Fantastic Coffins 
from Africa. London: Thames and Hudson 

Tuchman, Mitch (1994), Magnificent Obsessions: Twenty Remark- 
able Collectors in Pursuit of Their Dreams. San Francisco: 
Chronicle Books. 

Verra, Y vonne et al. (1996), Images of the West. Harare, Zimbabwe: 
Baobab Books; Copenhagen, Denmark: Images of Africa. 

Williams, Heathcote (1991), Autogeddon New York Arcade 
Publishing 


CD-ROMs 


Material World Scholarship Fund (1994), Material World. A 
Global Family Portrait, CD-ROM. Napa, CA: Ignite. 

Prelinger, Rick (1996a), Our Secret Century, Archival Films from 
the Dark Side of the American Dream, Vol. 1: The Rainbow Is 
Yours, CD-ROM. New York: Learn Technologies Interactive. 

(1996b), Our Secret Century, Archival Films from the Dark 
Side of the American Dream, Vol. 2: Capitalist Realism, CD- 
ROM New York: Learn Technologies Interactive. 

Queensland University of Technology (1999), Consumer Behav- 
iour, Version 1.1, Interactive CD-ROM. Brisbane: School of 
Marketing and International Business, Queensland University 
of Technology, Teaching and Learning Support Services 

Wardlow, Dan (1998), Principles of Marketing: An Interactive 
Approach, CD-ROM. Cincinnati, OH: South-Western College 
Publishing. 





Web Sites 


Center for Consumer Culture [available at http.//c3.business utah. 
edu]. 

Rick Wilk's Museum of Weird Consumer Culture [available at 
http.//www.indiana edu/~wanthro/museum.html]. 

Rob Kozinet's Web page [available at http://www.kellogg.nwu edu 
/faculty/Kozinets/htm/]. 

Russ Belk’s Web page [available at http://www business.utah edu/ 
~mktrwb/]. 

Society for Visual Sociology [available at http://www.sjmc.umn 
edu/faculty/schwartz/ivsa/] 


Music 


Marketing Mike and the Suits (1996a), Business Blues, CD. Moun- 
tain View, CA: Biz Blues Records. 

(1996b), Marketing Blues, CD. Mountain View, CA: Biz 

Blues Records. 
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Harry Potter and the Marketing 

Mystery: A Review and Critical 

Assessment of the Harry Potter 
Books 


“Fads” is the four-letter word of marketing research, more 
so even than “hype,” "puff," “plug,” and “spin.” For most 
academicians, fads are an anomaly, a profanity, a pustular 
pain in the proverbial posterior. Whether it be Beanie 
Babies, Teletubbies, Pet Rocks, or Rubik's Cubes, fads, 
crazes, and gimmicks are an affront to the modern market- 
ing paradigm, the absolute antithesis of analysis, planning, 
implementation, and control. They seem to erupt sponta- 
neously (in an inexplicable, unpredictable fashion), they are 
the domain of all sorts of disreputable hucksters, drummers, 
and quick-buck makers (veritable throwbacks in an era of 
calm professionalism), and they quickly disappear over the 
marketing horizon (until the next kiddie craze comes 
hurtling down the preteen pike). At best, fads are an exam- 
ple of word-of-mouth marketing or a component part of the 
innovation diffusion process (Gladwell 2000). At worst, fads 
are a mutant form of the product life cycle, commercial 
instantiations of Mackay's (1995) "extraordinary popular 
delusions and the madness of crowds." At all times, how- 
ever, fads are something to be avoided; to be belittled; to be 
broken, bucking bronco fashion, and transshipped into the 
more respectable conceptual categories of “trends,” "ten- 
dencies," and "traits." 

The irony, of course, is that marketing itself is incorrigi- 
bly faddish, as is management studies generally. True, there 
is no shortage of scholarly commentators who roundly 
denounce management by buzzword, readily condemn fad 
surfing in the boardroom, and repeatedly excoriate the 
craze-blazing antics of self-appointed marketing gurus, Tom 
call-me-crazy Peters 1n particular (Collins 2000; Morris 
1998; Shapiro 1998). So voluminous, indeed, is the antifad 
literature that fadlessness 1s the latest management fad, 
according to Harvard Business Review (Wetlaufer 2001). 
However, if past performance is anything to go by, this too 
will be unceremoniously abandoned when someone makes 
the case for crazes and the profad fad kicks in. Conversely, 
the concept might be “broadened” beyond products and ser- 
vices to embrace fadscapes (Las Vegas), fad ads (Bud- 
weiser’s "Wazzup"), fad prices ("blue-light" or “13-hour” 
specials), and, ultimately, fadology (the scientific study of 
faddishness, faddisms, fadplexes, fadnomena, fadformulae, 
and so forth). 


There's Something About Harry 


Management metafads and scholarly denial notwithstand- 
ing, an academician would need to be pretty obdurate not to 
have noticed Harry Potter. The brainchild of the British 
author J.K. Rowling, Harry Potter is perhaps the most aston- 
ishing kiddie craze of recent years (Zipes 2001). To date, 
approximately 70 million copies of the first four books in a 
seven-book series have been sold. The texts have been trans- 
lated into 30 languages and published in multitudinous for- 
mats (e.g., illustrated, Braille, audiocassette, adult cover, 
large print, box sets) and are chart-toppers in 120 countries, 


Britain and the United States especially. An $85 million live- 
action movie is scheduled for release in November 2001, 
and though forecasting the fate of feature films is fraught 
with difficulty, it is estimated that the release will gross $650 
million in tie-in merchandise alone. Harry hysteria, further- 
more, has been held responsible for everything from the 
stratospheric share price of Scholastic Press and capacity 
pressures in the printing industry to the revival of British 
boarding schools, as well as increased visitor numbers at 
“magical” holiday destinations (e.g., Hamilton 2001; Hutton 
2000; Wilsdon 2001). Indeed, the Potter parlance of “Mug- 
gles” (people without magical powers) and “quidditch” (a 
popular team sport, akin to hockey, which is played on 
broomsticks) not only has been inducted into the august 
pages of the Oxford English Dictionary but also has been 
appropriated by the advertising industry. A Marketing Mug- 
gle, apparently, is an advertising executive who lacks the all- 
important creative spark or suffers from imagination deficit 
disorder. 

Although many readers might be tempted to dismiss 
Harry Potter as a passing marketing fad, yet another in a 
long line of preteen obsessions, it is precipitate so to do. 
Apart from the inspiration that many cutting-edge manage- 
ment commentators are drawing from kiddie culture (see 
Frank 2000), Harry Potter is particularly pertinent to the 
contemporary marketing condition. The books, after all, are 
as much about marketing as the outcome of marketing. They 
deal with marketing matters, they are replete with marketing 
artifacts, they contain analyses of marketplace phenomena, 
and they hold the solution to an ancient marketing mystery. 
The books are not merely a marketing masterpiece, they are 
a marketing master class. 

Thus, the Potter portfolio refers to almost every element 
of the marketing mix as well as aspects of buyer behavior, 
environmental conditions, marketing research, and many 
more besides. In Harry Potter and the Goblet of Fire, for 
example, one character is preparing a market research report 
on cheap continental cauldrons, most of which fail to con- 
form to U.K. safety standards and, on account of their unac- 
ceptably thin bottoms, must therefore be denied access to 
the great British market. Another aspiring importer wonders 
whether there is a niche in the U.K. market for flying car- 
pets, the minivans of the wizarding world, only to be 
brusquely informed that the British will never give up their 
broomsticks (even though carpets were once the English 
conveyance of choice) Broomsticks, in fact, provide Rowl- 
ing with a wonderful vehicle for exploring buyer behavior. 
Every phase of the purchasing process is described in detail, 
all the way from the consumer’s desperate desire to acquire 
new and improved models through the information-gather- 
ing phase, in which impartial consumer reports are con- 
sulted, to the heartbreak of a broomstick owner whose pride 
and joy is written off in an unforeseen accident: 


He didn’t argue or complain, but he wouldn’t let her throw 
away the shattered remains of his Nimbus Two Thousand. 
He knew he was being stupid, knew that the Nimbus was 
“beyond repair, but Harry couldn't help it; he felt as though 
he'd lost one of his best friends. (Harry Potter and the 
Prisoner of Azkaban, p. 137) 


Advertising, likewise, is incorporated in the shape of 
huge hoardings, akin to electric scoreboards at football sta- 
diums, with constantly changing sales pitches for broom- 
sticks (“The Bluebottle, a broom for all the family"), deter- 
gents ("Mrs Skowers All Purpose Magical Mess 
Remover—No pain, no stain"), and outfitters (“Gladrags 
Wizardwear—London, Paris, Hogsmeade”). Pricing figures 
prominently, furthermore, both in a general sense (the sheer 
expense of sending a child to Hogwarts school) and more 
specifically (the exact cost of objects, such as dragon’s liver 
and beetle’s eyes, in the wizard currency of Galleons, Sick- 
les, and Knuts). Added-value is not forgotten either, as the 
Knight Rider Bus bears witness (the flat fare to London is 
11 Sickles, but 14 gets a mug of hot chocolate and 15 a hot 
water bottle, plus a choice of colored toothbrushes). Logis- 
tics also get a look-in, albeit in the form of Floo Powder (a 
magical mixture that transports wizards, Santa Claus-like, to 
chimneys of their choice), Portkeys (graspable objects, such 
as old shoes and discarded soda cans, that ferry groups of 
holders very long distances), the Owl postal service (color 
coded, naturally, by breed and distance—big Barn Owls 
cover the country, tiny Scops Owls deal with local deliver- 
ies), and the emblematic Hogwarts Express (an old-fash- 
ioned steam train that takes pupils to and from Hogwarts 
School of Witchcraft and Wizardry). Consumption-rich 
anniversaries and holidays are equally evocatively described 
(Christmas and birthdays especially, though a St. Valentine’s 
Day extravaganza features in Harry Potter and the Chamber 
of Secrets), as are personal selling (when Harry gets fitted 
for his wand and uniform, for example), promotional gim- 
micks (the Weasleys win a holiday to Egypt, courtesy of a 
newspaper competition), the cheesy correspondence courses 
found in the small-ads pages of tabloid newspapers (“Feel 
out of step in the world of modem magic? Find yourself 
making excuses not to perform simple spells? Ever been 
taunted for your woeful wandwork? There is an answer"), 
and, of all things, Harry Potter-ish marketing crazes (Hog- 
warts pupils collect Pokémonesque wizard cards, which are 
swapped and traded incessantly). 

The books, in short, take the objects and artifacts from 
traditional fairy stories—cauldrons, wands, broomsticks, 
flying carpets, magic potions, wizard’s apparel, and so 
forth—and give them a marvelous marketing spin. The Fire- 
bolt, for example, is not a bog-standard broomstick but the 
top of the top of the range. It is the BMW of broomsticks, 
the Ferrari of flying household effects, a veritable Porsche 
Carrera of aeronautically engineered cleaning appliances. 
Harry first spots it in the display window of an exclusive 
dealership, where he is literally stopped in his tracks by “the 
most magnificent broom he had ever seen." So enraptured is 
the apprentice wizard that he returns again and again to 
stare, agog, at the precious, perfect product. Consumed by 
commodity fetishism—"he had never wanted anything so 
much in his entire life"—Harry is completely bowled over 
by the beautiful object's auratic power, as are his fellow 
pupils (“Can I just hold it, Harry?"), as is the sports mistress 
(who waxes lyrical about great racing brooms of the past), 
as is the official announcer of the climactic quidditch tour- 
nament (who spends more time describing the broomstick's 
attributes than commentating on the match, which prompts 
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one disgruntled spectator to shout, “Jordan! Are you being 
paid to advertise Firebolts? Get on with the commentary!”). 

Above and beyond the fabulous Firebolt, almost every 
product category is given the marketing spit and polish. 
Codices of curses, spells, and hexes are sold from a Borders- 
style superstore, Flourish and Blotts, which organizes book 
signings, arranges special promotions, and retails gimmicky 
best-sellers such as Where There's a Wand There's a Way, 
Men Who Love Dragons Too Much, and The Invisible Book 
of Invisibility. The Quidditch World Cup is accompanied by 
the promotional razzmatazz that attends major sporting 
events, everything from an extravagant pregame buildup 
through the hard-sell antics of team sponsors and outdoor 
advertising agencies to the plague of cheapjack souvenir 
sellers, with their rip-off rosettes, overpriced apparel, unli- 
censed posters, and unofficial programs. Confectionery, fur- 
thermore, 1s brilliantly realized in the form of Cockroach 
Clusters, Jelly Slugs, Canary Creams, Chocolate Frogs (con- 
taining the wizard card collectibles), Sugar Quills (perfect 
for sucking surreptitiously in class), and Rowling’s piéce de 
resistance, Bertie Bott’s Every Flavor Beans. As the brand 
name implies, these come in every conceivable flavor— 
chocolate, peppermint, marmalade, toast, coconut, baked 
bean, strawberry, curry, grass, coffee, sardine, sprouts, 
spinach, liver, tripe, earwax, booger, and vomit. Aptly, their 
advertising slogan 1s “A nsk with every mouthful.” 

Servicescapes, similarly, are arrestingly addressed, 
thanks to Rowling’s remarkable ability to convey a sense of 
place. Again and again, the author’s grasp of genius loci is 
made manifest, and these exercises in evocation often refer 
to retailing environments. For example, a wizarding pet 
emporium, the Magical Menagerie, is cogently described as 
follows: 


A pair of enormous purple toads sat gulping wetly and 
feasting on dead butterflies A gigantic tortoise with a 
Jewel-encrusted shell was glittering near the window. Poi- 
sonous orange snails were oozing slowly up the side of 
their glass tank, and a fat white rabbit kept changing into a 
silk top hat and back again with a loud popping noise. 
There were cats of every color, a noisy cage of ravens, a 
basket of funny, custard-colored fur balls that were hum- 
ming loudly, and, on the counter, a vast cage of sleek black 
rats which were playing some sort of skipping game using 
their long bald tails (Harry Potter and the Pnsoner of 
Azkaban, p 48) 


The olfactory overkill, tactile temptation, and pharmacolog- 
ical intrigue of an old-fashioned potions purveyor are 
equally persuasively posited: 


Then they visited the apothecary’s, which was fascinating 
enough to make up for its horrible smell, a mixture of bad 
eggs and rotted cabbages. Barrels of slimy stuff stood on 
the floor, jars of herbs, dried roots and bright powders 
lined the walls, bundles of feathers, strings of fangs and 
snarled claws hung from the ceiling. While Hagrid asked 
the man behind the counter for a supply of some basic 
potion ingredients for Harry, Harry himself examined sil- 
ver unicorn horns at twenty-one Galleons each and minis- 
cule, glittery black beetle eyes (five Knuts a scoop) 
(Harry Potter and the Sorcerer's Stone, p. 62) 
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As might be expected, however, Rowling reserves her most 
perspicacious place-imparting powers for Honeydukes 
candy store in the village of Hogsmeade, adjacent to Hog- 
warts school: : 


There were shelves upon shelves of the most succulent- 
looking sweets imaginable Creamy chunks of nougat, 
shimmering pink squares of coconut ice, fat, honey-col- 
ored toffees; hundreds of different kinds of chocolate ın 
neat rows; there was a large barrel of Every Flavor Beans, 
and another of Fizzing Whizzbees, the levitating sherbet 
balls that Ron had mentioned; along yet another wall were 
“Special Effects” sweets: Droobles Best Blowing Gum 
(which filled a room with bluebell-colored bubbles that 
refused to pop for days), the strange splintery Toothfloss- 
ing Stringmints, tiny Black Pepper Imps ("breathe fire on 
your friends!"), Ice Mints ("hear your teeth chatter and 
squeak!”), peppermint creams shaped like toads (“hop 
realistically in the stomach!”), fragile sugar-spun quills 
and exploding bonbons. (Harry Potter and the Prisoner of 
Azkaban, p. 147) 


Dirty Harry 


To be sure, Rowling’s reflections on marketing phenomena 
are not confined to elements of the mix, the external envi- 
ronment, or magical market research reports. She also offers 
two diverting pen portraits of disreputable marketing types, 
both deeply unattractive in strangely attractive ways. Vernon 
Dursley, Harry’s oafish stepfather, is a narrow-minded, nit- 
picking, no-nonsense marketing man, who works for the 
unspeakable industrial conglomerate, Grunnings. On the 
first page of the first book, he is anticipating a large order for 
drills. In the second book, he wines and dines an important 
client, only to have his sales pitch ruined by the apprentice 
wizard upstairs. And in the third book, he vaingloriously 
gloats over his company car, which is admired loudly in 
front of eavesdropping neighbors. Vernon, in short, is the 
epitome of marketing pragmatics, obsessed with order, plan- 
ning, and precision, who has no time whatsoever for magic, 
mystery, or imagination. He refuses to let Harry use the 
word “magic” in his house and specifically states that he 
doesn’t approve of imagination. What is more, he doesn’t 
like surprises, as the detailed plans for his order-snaring din- 
ner party attest. The guests arrive on the stroke of 8:00 P.M. 
At 8:15 precisely, they are escorted into the dining room. At 
9:00 P.M., Vernon cracks his joke about the Japanese golfer 
and brings the subject around to drills. Coffee is served, and 
“With any luck, I'll have the deal signed and sealed before 
the News at Ten. We'll be shopping for a holiday home in 
Majorca this time tomorrow.” 

If Vernon Dursley personifies the positivistic marketing 
mindset, Gilderoy Lockhart is a Barnumesque grotesque. 
The acme of self-marketing and a stranger to self-mockery, 
Lockhart is a self-centered, publicity-seeking celebrity 
author; a larger-than-life trickster figure; a twenty-first— 
century snake oil seller. A complete humbug, in other words. 
Handsome, hirsute, expensively attired, and orthodontically 
enhanced, Lockhart is five-times winner of Witch Weekly’s 
Most-Charming-Smile Award, and a la Richard Branson, “it 
was remarkable how he could show every one of those bril- 
liant teeth, even when he wasn’t talking.” Like a book- 


writing Barry Manilow, he is adored by witches of a certain 
age; he bestrides the best-sellers list with his arresting 
adventures among outré occultists (Gadding with Ghouls, 
Holidays with Hags, Travels with Trolls, and so forth); and 
he is a lion of the book marketing circuit, where he draws 
huge crowds to his signings, readings, and fan club conven- 
tions. He even has a special quill, made from an enormous 
peacock feather, for such autograph-hungry occasions. 
Never let it be said, however, that all the attention has gone 
to Lockhart’s head or that he has forgotten his roots. On the 
contrary, his secret ambition is to “rid the world of evil and 
market my own range of bar care potions.” 


Selling Harry by the Pound 


Now, it may be a while before Lockhart’s Hair Lotion is 
available in friendly neighborhood drug stores, but Bertie 
Bott’s Every Flavor Beans are already on sale, as is a host of 
Harry Potter collectibles (Mahoney 2000). Warner Brothers 
signed a seven-figure, five-year, two-film deal with Rowling 
in October 1998, and thus far, the conglomerate has granted 
46 licenses to all sorts of corporate supplicants. These 
include Mattel, for board games and toys; Hasbro, for trad- 
ing cards and candy; Electronic Arts, for video games and 
computer-based ancillaries; Lego, for the eponymous build- 
ing bricks; and the Character Group, for plastic and porce- 
lain figurines. Coca-Cola has also signed a $150 million 
sponsorship deal, and rumors of everything from Hogwarts 
theme parks to Harry Potter Happy Meals are circulating 
(The Economist 2001). It remains to be seen how many of 
these will come to fruition, but with three books still to be 
written and possibly six to be filmed, it is fair to assume that 
the Harry Potter fad will be flourishing for some time yet. 
Indeed, such is the power of the Potter multiplier that a sub- 
standard Warner Brothers comedy, See Spot Run, was car- 
ried to the top of the U.S. movie charts on the strength of its 
“first look” Harry Potter trailer (Entertainment Weekly 
2001). It seems that even a crippled dog can be given legs by 
the tyro wizard’s supernatural prowess. 

Gratifying as it is to See Spot Run all the way to the 
bank, thanks to the Harry Potter pyramid-selling scheme, its 
Success raises an intriguing issue about the marketing of 
Harry. Most commentators on the Harry Potter phenomenon 
make great play of the fact that it came about without mar- 
keting, that Rowling’s staggering commercial triumph tran- 
spired despite formal marketing, not because of it (Ignatius 
2000). In this regard, pontificators on Pottermania invariably 
refer to the “purity” of his popularity—how it was achieved 
and is sustained by personal recommendations; schoolyard 
conversations; Internet chat rooms; and sheer consumer sat- 
isfaction, enthusiasm, evangelism (Gladwell 2000; Godin 
2000; Lewis and Bridger 2000; Rosen 2000). Although this 
may have been true for the first two books, it certainly was 
not the case for subsequent episodes. Harry Potter and the 
Goblet of Fire, in particular, was given the full marketing 
treatment (Brady 2000). Press junkets, television appear- 
ances, radio interviews, newspaper spreads, book signings, 
online discussions, launch parties, and every other trick in 
the arts marketing armory was pressed into Potteresque ser- 
vice. Interestingly, however, Scholastic’s Pottermarketing 


Strategy was not predicated on analysis, planning, imple- 
mentation, and control, the Vernon Dursley school of 
thought. It was based, rather, on mystery, on intrigue, on 
unavailability, on postponement, on absence, on deferral, on 
denial, on tricksterism, on ballyhoo, on P.T. Barnumism, on 
Gilderoy Lockhartery. Whereas the modern marketing con- 
cept aims to make life simple for the consumer by getting 
the goods to market in a timely and efficient manner, so that 
they are available where and when they are wanted, at a 
price people are prepared to pay (Kotler 1999), the Potter- 
marketing concept deliberately eschews the here-it-is, 
come-and-get-it, there’s-plenty-for-everyone proposition by 
limiting availability; delaying gratification; heightening 
expectation; tantalizing, teasing, and tormenting the con- 
sumer, and insinuating that stock-outs are a very real possi- 
bility (Brown 2001). 

Thus, the mysterious marketing strategy for Harry Pot- 
ter and the Goblet of Fire comprised a complete blackout on 
advance information. The original manuscript was reputedly 
locked in a carefully guarded safe, accessible only to top 
executives. The title, pagination, and price were kept secret 
until two weeks before publication. Review copies were 
withheld, no author interviews were allowed, and foreign 
translations were deferred for fear of injudicious leaks. J uicy 
plot details, including the death of a key character and 
Harry's sexual awakening, were drip-fed to a slavering press 
corps immediately before the launch. Printers and distribu- 
tors were required to sign strict, legally enforceable confi- 
dentiality agreements. Meanwhile, booksellers were bound 
by a ruthlessly policed embargo, though some were allowed 
to display the tantalizing tome (in locked cages) for a brief 
period prior to “Harry Potter Day,” July 8, 2000. Many out- 
lets opened at midnight to long lines of eager-beaver, 
pajama-wearing, broomstick-clutching, wizard's cloak—clad 
children and even longer lines of no less excited publicity 
agents and television crews, who dutifully recorded the late- 
night revelry and recorded the recordings of the late night 
revelry and recorded the recordings of the recordings of the 
late night revelry. The fadplex at its finest. Harry will eat 
himself. 


HP Sauce 


More than 20 years ago, Jagdish Sheth (1979) pointed out 
that marketing fads are a mystery, and they are no less mys- 
terious today. Despite recent attempts to map the fadscape 
(Farrell 2000; Godin 2000; Rosen 2000), fads remain as 
inexplicably enigmatic as ever. Although I am hesitant to 
draw lessons from a single case study, let alone a purported 
passing fad, the Harry Potter megafad suggests that the 
answer to this marketing mystery is mysteriousness itself. 
Mystery, admittedly, has no place in the modern marketing 
paradigm, which is predicated on openness, on trust, on 
transparency, on integrity, on opalescence, on the avoidance 
of opacity. But marketing practice has always had a myste- 
rious side. One only needs to peruse the promotional prac- 
tices of megabrand marketing organizations to appreciate 
that mystery, enigma, intrigue, and puzzlement are 1mpor- 
tant parts of their appeal. Consider the “secret” recipes that 
help purvey all sorts of comestibles—Coca-Cola, Heinz 
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Varieties, Kentucky Fried Chicken, Mrs. Field’s Cookies, 
Kellogg’s Frosted Flakes, Grey Poupon Mustard, Brach’s 
Chocolate Cherries, Campan, Carlsberg, Chartreuse, Bene- 
dictine, Angostura Bitters, and, naturally, HP Sauce. Con- 
sider the gift-giving business, which ts predicated on secrets, 
surprises, and agonizingly delayed gratification, as are gift- 
rich occasions such as Christmas, birthdays, and St. Valen- 
tine’s Day. Consider the teaser campaigns, advertising soap 
operas, and who’ ll-be-the-lucky winner promotions that are 
launched incessantly by Machiavellian marketers. Consider 
the self-help marketing gurus, who claim to possess the 
secrets of success, leadership, efficiency, effectiveness, time 
management, corporate well-being, or—Heaven help us!— 
the Harry Potter way to higher profits. 

Marketing, then, moves in mysterious ways, in magical 
ways, in mysteriously magical ways. Yet academicians seem 
determined to pretend otherwise. Vernon Dursley—like, mar- 
keting scholars ceaselessly pursue the chimera of truth, of 
science, of general theories and. axiomatic insights. The 
unstated assumption 1s that with more powerful computers, 
more sophisticated statistics, more elaborate models, and 
more time please, the secrets of the marketing universe will 
be revealed. But as Baudrillard (2001, pp. 80-81) astutely 
observes: 


We cannot rely on the pretext of an insufficient develop- 
ment of the scientific, intellectual or mental apparatus The 
apparatus has given all that it can give; it has even passed 
beyond its own definitions of rationality. .. It 1s the event 
horizon, as they say in physics, beyond which nothing 
makes sense and nothing at all may be discovered. . That, 
if there is any, is the secret of the universe. As a metaphor, 
I would say that at the core of every human being and 
every thing there is such a fundamentally inaccessible 
secret. That 1s the vital illusion of which Nietzsche spoke, 
the glass wall of truth and illusion. From our rational point 
of view, this may appear rather desperate and could even 
justify something like pessimism. But from the point of 
view of alterity, of secret and seduction, it is, on the con- 
trary, our only chance: our last chance. 


Although I hesitate to hold up Harry as “our last 
chance,” marketing fads ın general and Potter in particular 
are reminders that mystery has its place, that intrigue is nec- 
essary, that riddle-me-ree is right and proper, that secrecy 1s 
the secret of the universé. As the twenty-first century dawns, 
perhaps Harry Potter should replace Karl Popper as the 
cynosure of our field. Anyone for quidditch? 
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Jacob Goldenberg, Barak Libai, & Eitan Muller 


Riding the Saddle: How 
Cross-Market Communications Can 
Create a Major Slump in Sales 


Using data on a large number of innovative products in the consumer electronics industry, the authors find that 
between one-third and one-half of the sales cases involved the following pattern: an initial peak, then a trough of 
sufficient depth and duration to exclude random fluctuations, and eventually sales levels that exceeded the initial 
peak. This newly identified pattern, which the authors call a “saddle,” is explained by the dual-market phenomenon 
that differentiates between early market adopters and main market adopters as two separate markets. If these two 
segments—the early market and the main market—adopt at different rates, and if this difference is pronounced, 
then the overall sales to the two markets will exhibit a temporary decline at the intermediate stage. The authors 
employ both empirical analysis and cellular automata, an individual-level, complex system modeling technique for 
generating and analyzing data, to investigate the conditions under which a saddle occurs. The model highlights the 
importance of cross-market communication in determining the existence of a saddle. At low levels of this parame- 
ter, more than 5096 of the cases of new product growth involved a saddle. This percentage gradually decreased as 
the parameter increased, and at values close to the within-market parameters, the proportion of saddle occur- 


rences dropped below 5%. 


puter (PC) manufacturers and vendors. Although the 

state of the U.S. economy could not be described as 
recessionary, sales were reported to be "sluggish" and the 
market was described as “despondent.” In December 1985, 
BusinessWeek reported that "Importers of two new Asian 
imitations of the IBM PC are betting that their low prices 
will boost a despondent personal computer market" (Lewis 
1985a, p. 142D). This slowdown in sales was all the more 
unexpected because it followed two years of rapid growth 
that exceeded an average annual growth rate of 5096. In light 
of the satisfactory health of the U.S. economy, other expla- 
nations for the slump were offered, ranging from lack of 
training to lack of compatibility to industry shakeout (Bon- 
nett 1985; Roman 1985; Steffens 1994). With today's hind- 
sight, it is now known that the market was to lose 30% of the 
1984 peak sales, creating a slump that lasted for seven years 
before sales recovered and returned to their previous high 
levels. 


T: year 1985 was not a good one for personal com- 
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This phenomenon, which we term a “saddle” in this 
article, is not isolated. As an illustration, Figure 1 presents 
three markets in which a saddle is apparent: PCs, videocas- 
sette recorder (VCR) stereo decks, and cordless telephones. 
A saddle is a pattern in which an initial peak predates a 
trough of sufficient depth and duration to exclude random 
fluctuations, which is followed by sales eventually exceed- 
ing the initial peak (a detailed definition is given 
subsequently). 

In each case, a local maximum of sales is indicated 
(occurring in 1984 for PCs, 1987 for VCRs with stereos, and 
1984 for cordless telephones) after the initial takeoff. After 
this local maximum, a considerable drop in sales occurs 
over a period of a few years (a drop of 30% for PCs over 
seven years, 3096 for VCRs over three years, and 35.596 for 
cordless telephones over three years). 

These cases are not isolated incidents; in fact, we found 
that the saddle pattern is quite prevalent. The three cases 
presented in Figure | constitute part of a data set compiled 
by the Consumer Electronics Association of 32 innovations. 
In approximately one-third of these cases, a saddle is evi- 
dent. Using a different data set, Golder and Tellis (1998) 
also report a phenomenon of an early peak and slowdown in 
sales during the growth stage of the product life cycle. 

Cases of significant and unexpected decline in sales in 
the relatively early stages of the product life cycle are criti- 
cal to marketers, as such a decline inevitably casts doubt on 
product viability. In the case of the PC market in 1985, the 
following quotation represents one view of the contempo- 
rary market, admittedly reflecting a more pessimistic posi- 
tion: “Stephen Wozniak, founder of Apple Computers and 
now head of his own California firm, seems to have lost his 
optimism about the personal computer (PC) industry that he 
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helped to pioneer. Wozniak feels that there is no market for 
PCs as an aid to carrying out household chores, and that 
most small businesses can get along with only a couple of 
small computers” (Lewis 1985b, p. 32). 

Although reactions to a significant decline in sales may 
be diverse, ranging from trying to save the product by pour- 


FIGURE 1 
Prevalence of Saddies 


A: Saddle In PCs 





B: Saddle In VCR Decks with Stereo 
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ing more money into aggressive marketing campaigns to pull- 
ing the plug and terminating the product altogether, both types 
of decisions involve an investment of considerable financial 
and personal stakes by the firm and its executives. Given 
both the large percentage of cases in which we found a sad- 
dle and the criticality of this phenomenon to marketing deci- 
sions, an investigation of the phenomenon, its sources, and 
its managerial implications is of considerable importance. 


The Prevalence of Saddles 


Before we measure the prevalence of saddles, a careful def- 
inition of the phenomenon is necessary to exclude both fluc- 
tuations in the sales of a new product and noise in measure- 
ments. Let d be the depth of the saddle, measured as the 
sales difference from the initial peak to the minimum of the 
saddle. Let w be the duration of the saddle, measured as the 
time elapsing from the time of the initial peak (T,) to the 
time at which sales recovered their previous peak levels. To 
distinguish between a saddle and random perturbations in 
the market growth pattern, both parameters w and d must be 
of some minimal size for the pattern to be considered a sad- 
dle. Because any specification of these minimal sizes is of 
an arbitrary nature, we selected the following conservative 
measures to define a saddle as a trough following an initial 
peak in sales, reaching a depth of at least 2096 of the peak 
(10% for the relaxed case), lasting at least two years, fol- 
lowed by sales that ultimately exceed the initial peak. 

Denoting h as the initial peak sales level, and d* as the 
relative depth, that is, d/h, we then define the following con- 
ditions for the occurrence of a saddle (see Figure 2): 


20% strict definition 


* — 
Wonder ame Re relaxed definition’ 


Note that the strict definition leads to a conservative estima- 
tion of saddle occurrences in any sample. In Figure 1, all 
three sales patterns satisfy our strict definition. However, in 


FIGURE 2 
Saddle Parameters 





Notes: d* = d/h = saddle relative depth; w = saddie duration; T, = 
time of beginning of saddle. 


the full data set, there are saddles that are definitely notice- 
able yet do not satisfy our conditions, and they are not 
included in our analyses. We therefore added a more relaxed 
definition using a relative depth of at least 10%, so as to 
include cases in which the saddle is less dramatic but still 
noticeable. À minimum depth is required in any event to 
exclude random deviations. 

We begin with a preliminary inquiry that demonstrates 
the prevalence of the saddle phenomenon. Our empirical 
analysis is based on a comprehensive data set of new prod- 
uct sales made available by the Consumer Electronics Asso- 
ciation, a major source of data on new product growth. The 
original data set includes 62 innovations, primarily in the 
consumer electronics industry. By eliminating all cases that 
contained less than eight points of data or that did not con- 
tain data on unit sales, we remain with a sample of 32 valid 
cases. 


Table 1 lists descriptive data of the sample investigated. 
Of the 32 cases, 10 are found to have a duration and relative 
depth that satisfied our strict condition (a relative depth of at 
least 20% and a minimum duration of two years), and one 
case satisfies our relaxed condition. Note that the resulting 
frequency of 31% increases to 50% if the constraints are fur- 
ther relaxed to include saddles of a minimum duration of 
one year or a minimum relative depth of 10%. We therefore 
conclude that an occurrence of a saddle in new product 
growth is indeed common. 


The Saddle as a Dual-Market 
Symptom 
In the remainder of this article, we show that a saddle can be 


the direct consequence of a dual-market phenomenon, and 
we continue to explore the conditions under which a saddle 


TABLE 1 
Distribution of Saddies in Sample Data 


Product Description Saddle 
PC monitors Yes 
Blank audio cassettes Yes* 
Blank floppy disks 

Video cassettes 

Camcorders Yes* 
Cellular telephones 

Color television Yes 
Color television with stereo 

Compact audio systems Yes 
Digital corded telephones Yes 
Cordless telephones Yes 
Direct broadcast satellite (DBS) Yes* 
Fax machines 

Home radios Yes 
Laser disk players Yes* 
LCD monochrome television 

LCD color television 

Fax modems 

Monochrome television Yes 
PC printers Yes 
PCs Yes 
Word processors 

Portable compact disk equipment 

Projection television Yes* 
Rack audio systems 

Portable tape and radio 

Answering machines 

Compact disk players 

Television/VCR combination 

VCR decks Yes* 
VCR decks with stereo Yes 
Videocassette players 

Percent saddle (strict definition) 34.4 
Percent saddle (* definition) 50 


Averages (strict definition) 
Averages (* definition) 


Relative Depth (96) Duration (Years) 


25.8 5 

6.6 2 

5 2 
35.6 4 
53.5 11 
36.7 7 
36.5 2 
21.4 1 
33.6 6 
11.8 1 
27.8 3 
25.8 5 
25.8 5 
12.3 1 
18.7 5 
30 3 
31.8 5.1 
25.4 3.9 


eee 
Notes: Yes* denotes cases in which a trough exists but its relative depth is less than 20% (but above 10%) or the trough lasts less than two 
years (this is an even more relaxed condition than that described In the text). For example, the trough in the videocassettes case had a 
relative depth of 7.4% with only a one-year duration. We therefore did not include it as a saddle. If we Include the yes” cases as well, 


exactly half of the cases would have Included a saddle. 
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is likely to occur. If two segments of the market—an early 
market and a main market—adopt at different rates and if 
the difference is pronounced, then overall sales to the two 
markets will exhibit a temporary decline at the intermediate 
stage. Note that, other than the existence of a dual market, 
the only assumption we make regards the relative magni- 
tudes of the communication parameters. 

A recent perspective in the marketing literature views the 
market for many new products as composed of early and main 
markets, which require differential treatment by marketers 
(Mahajan and Muller 1998). The basis of this approach is the 
premise that adopters in the early market are sufficiently and 
meaningfully different from main market adopters as to call 
for a significant differentiation in product and/or marketing 
strategy. This view is supported by the observation of the exis- 
tence of segments of adopters that differ in their inclination or 
reluctance to adopt new concepts and innovative products (see, 
e.g., Rogers 1995; Tanny and Derzko 1988). Another premise 
is the existence of a discontinuity in the diffusion process or, 
stated otherwise, deficient communications between early 
market adopters and main market consumers (Moore 1991). 

Although Rogers (1995) uses the term “innovators” to 
describe the first 2.5% of the population that ultimately 
adopts a given product, “innovators” has also been used in a 
more general sense to describe the early market, which con- 
sists of the first 16% of adopters, a group that includes 
Rogers’s innovators and early adopters (Mahajan and Muller 
1998; Midgley 1977). 

Until recently, it was accepted as fact that these innovators 
tend to be opinion leaders (Kotler 1997; Perreault and 
McCarthy 1996). Opinion leaders can be viewed as those who 
“exert disproportionate influence on others through personal 
influence” (Summers 1971). Early adopters seek guidance 
from this group of opinion leaders, whose influence lies in 
their tendency to spread information by word of mouth (Per- 
reault and McCarthy 1996). This view is supported by Rogers 
(1995, p. 274), who suggests that early adopters, more than 
any other group, show a high degree of opinion leadership. 

Moore (1991) builds on Rogers’s normal diffusion curve 
and his division into adopter categories along the curve to 
explain how new products spread in the market. He identi- 
fies a discontinuity in the process after approximately 16% 
of the population adopts the innovative product. The social 
process of contagion is broken at this point, because the later 
adopters (whom Moore labels the main market) refuse to rely 
on the earlier adopters (the early market) for information. 

Main-market adopters are different from early-market 
adopters. Recent literature suggests that, at least regarding 
high-tech products, not only are main-market adopters not 
opinion leaders, but they also have no personal influence 
over others who have yet to adopt the product (Moore 1991, 
1995). In addition, industry studies claim that the early- and 
main-market consumers adopt an innovative product for dif- 
ferent reasons: Whereas main-market consumers are funda- 
mentally utilitarian and are primarily interested in a prod- 
uct’s functionality, early-market adopters are attracted to 
attributes that are not exclusively functional. In high-tech 
markets, early-market adopters are characterized as 
technophiles, fascinated by cutting-edge technology and 
applications. 
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A dual-market perspective has also been suggested by 
academic researchers in various disciplines. In the field of 
communications, Rogers (1986) suggests that for interactive 
innovative products—innovative products consumers use for 
communications—diffusion can be analyzed as a two-phase 
process, that is, before and after a critical mass of sales is 
reached. In the organizational science literature, Cool, Dier- 
ickx, and Szulanski (1997) expand this critical market mass 
concept to include diffusion of innovations within organiza- 
tions. In marketing, Mahajan and Muller (1998) posit that 
market failures can be avoided by modifying marketing 
strategy and concentrating efforts on tailoring product attrib- 
utes to main-market needs or by reallocating the respective 
resources invested in early versus main markets. 

The technology management literature (e.g., Anderson 
and Tushman 1990; Utterback 1994) has focused on the 
impact of what is conceptualized as a “dominant design,” or 
standard, on the evolution of technologies, exploring various 
penetration processes preceding and following the establish- 
ment of a product’s dominant design. In geography, Brown 
(1981) links the early market to the duration required to set 
up distribution outlets for a new innovation. Behind these 
diverse approaches lies the common idea that the initial prod- 
uct offered to consumers is meaningfully different from that 
offered in the later phase and that the consumers in the two 
stages of the product life cycle differ in a meaningful way. 

From all this literature, we adopt the dual-market con- 
cept of an early and a main market, each of which is rela- 
tively homogeneous, with a strong word-of-mouth effect 
within each market and weaker communication ties between 
markets. 

The relationship of the dual market to the saddle phe- 
nomenon can be best illustrated by Figure 3. The two mar- 
kets begin at the same point in time, and though not isolated 
from each other (more precise parameters of the relationship 
between the two markets are specified subsequently), each 
has its own market attributes and potential, which are indi- 
cated when the diffusion and growth of the product are plot- 
ted and calculated separately for each market. 

In the schematic illustration of Figure 3, a saddle phe- 
nomenon is observable if the growth of sales in the main 
market begins late; that is, the main market takes off shortly 
after sales in the early market reach their peak (see Figure 3, 
Panel A). If the two markets take off simultaneously or, as is 
the case in Figure 3, Panel B, the main-market takeoff 
begins slightly before the early-market sales reach their 
peak, then a saddle is not observable. 


The Dual Market for Citizens Band Radios! 


As an illustration of the dual-market phenomenon, consider 
the case of the citizens band (CB) radio market, a two-way 
communications radio that any civilian (as distinguished 
from police) can use to communicate with any other person 
who operates a CB radio. The beginning of the CB radio 
industry is considered 1958, when the Federal Communica- 


1The following section is based on sources including Smith 
(1977), Bibb (1976), and Perkowski and Stral (1976) and various 
issues of CB Yearbook, Electronic Market Data Book, and FCC 
Annual Report. 


tions Commission formed the basis for the citizens band, as 
we know it today. The early diffusion of CB radios peaked 
around 1963 and afterward generally declined. Growth 
began again in the early 1970s and increased rapidly in the 
mid-1970s, creating what was described in the popular press 
as a “market explosion.” By 1976, the CB radio was consid- 
ered the “consumer electronics star performance of the 
year” (Electronic Market Data Book 1976), and more than 
five million CB license applications were submitted in 1977 
alone. After 1977, demand decreased but remained consid- 
erably higher in the 1980s than in the early years. 
According to industry literature, there was a noticeable 
difference between the average CB user in the 1960s and the 
user in the 1970s. The former were considered more serious 
users who needed CB radios for work (such as farmers or 
boat owners who wanted to have a connection with shore) 
and deeply involved hobbyists interested in radio transmis- 
sion. In the 1970s, CB radio became a mainstream market 
composed of many consumers with no record of or high 
need for radio communication. The product became a wide- 
spread hobby available through mainstream consumer out- 


FIGURE 3 
The Dual-Market Case 
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lets. By the end of the 1970s, many CB enthusiasts had left 
the market, turning to new hobbies. 

Because of the different scales involved in the early and 
late CB unit sales growth, we present the penetration of CBs 
as occurring in two stages. The early penetration of CBs to 
the U.S. market, based on Federal Communications Com- 
mission records, is presented in Figure 4, Panel A, and the 
later years in Figure 4, Panel B. 

The increase in demand for CB radios in the early 1970s 
after the decrease of the late 1960s is intriguing, because no 
major change in the product itself or its price can account for 
it. The Electronics Industry Association, the main industry 
data source that followed the growth of CB radio, attributed 
the change to communication factors, suggesting that it was 
an “increased awareness of the availability and utility of cit- 
izens radio,” which happened around 1972, that brought 
about the change (Electronic Market Data Book 1976, p. 
60). It does not report which was more influential on this 
awareness among mainstream market adopters: the word-of- 
mouth communication of the early market of the 1960s or 
the advertising and mass media; but what is clear is that a 
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large mainstream market emerged in the early 1970s, which 
created a clear and strong saddle effect. 

In the next section, we move beyond the specific exam- 
ples given in Figures 3 and 4 to a more general analysis and 
understanding of the driving forces behind saddles in the 
dual-market case. To do that, we employ an important sim- 
ulation tool called cellular automata. 


The Cellular Automata Model 


Social interactions among consumers in distinct segments 
and the aggregation of these interactions can be considered 
a complex system problem. The social sciences have 
recently exhibited an increasing interest in complex systems 
(Anderson 1999), which are systems consisting of a large 
number of members who maintain linear interactions with 
one another to form nonlinear macrobehavior (Casti 1996). 
A well-established technique, which is both appropriate and 
convenient to model such complex systems, is cellular 
automata (Casti 1996; Rosser 1999; Wolfram 1984). 

Cellular automata models are simulations of aggregate 
consequences that are based on local interactions among 
members of a population. The models track members’ 
changing states and parameters over time (for detailed 
descriptions of this technique, see Adami 1998; Goldenberg, 
Libar, and Muller 2001; Toffoli and Margolus 1987).2 

Applying this approach to our context here, consider a 
cellular automata model in which an environment is charac- 
terized as an array of cells. Each cell, representing a poten- 
tial consumer, can accept one of two states: 0, representing 
a potential consumer who did not adopt the innovative prod- 
uct, and 1, representing a consumer who has adopted the 
new product. In addition, irreversibility of transition is 
assumed, so that consumers cannot “un-adopt” after 
adoption. 

The rules that define transitions of potential adopters 
from State 0 to State | can be classified into two types: 


1. External factors: Some probability p exists, such that in a 
certain time period, a consumer will be influenced by exter- 
nal influence mechanisms, such as advertising or mass 
media, to adopt the innovative product.3 

2. Internal factors: Some probability q exists, such that during 
a single time period, a consumer will be affected by an inter- 
action with a single other person who has already adopted 
the product. 


For illustration purposes, consider a simple homogeneous 
case in which p and q are constant for all potential adopters. 


2Cellular automata stochastic dynamics have been analyzed 
using specific methods to discover their statistical properties (e.g., 
partition function, cross entropy, renormalization groups). For a 
review of these methods and the unique statistical properties, see 
Parisi’s (1998) book. The fundamental idea of the analysis of cel- 
lular automata is presented by Von-Neuman (1966). Technical 
aspects of the analysis on a practical level are presented by Burks 
(1970) and Toffoli and Margolus (1987). 

3Although it is customary in the diffusion literature to think of 
the external parameter as representing marketing vartables, in real- 
ity they can represent any influence other than interaction with 
other market participants. 
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In such a case, a time-dependent individual probability of 
adoption, PA(t), given that the consumer has not yet 
adopted, is based on the following binomial formula: 


(1) PA(t) = 1 — (1 — p(1 — qk, 


where k(t) is the number of previous adopters with whom 
the consumer maintains interactions. 

We solve this general cellular automata model computa- 
tionally by running a stochastic process, in which, at each 
period, each individual probability of adoption is given by 
Equation 1. The results for a particular realization of the sto- 
chastic process are depicted in Figure 5. 

Unlike the simple case described previously, the dual- 
market perspective assumes that adopters are more often 
affected by information flows within their own proximal 
group than by communications disseminated throughout the 
entire population. We consider, therefore, a market that is 
divided into two main groups: (1) the early market (indexed 
by i) and (2) the main market (indexed by m), for which we 
define the following parameters: 


p, =the probability that an early-market consumer 
will adopt the innovative product as a result of 
external forces such as marketing efforts, 

Pm = the probability that a main-market consumer will 
adopt the innovative product as a result of exter- 
nal forces such as marketing efforts, 

q, = the probability that an early-market consumer 
will adopt an innovative product because of an 
interaction with another consumer from the same 
group (within-early-market communication 
parameter), 

Qmm = the probability that a main-market consumer will 
adopt an innovative product because of an inter- 
action with another consumer from the same 
group (within—main-market communication 
parameter), and 

dun = the probability that a mam-market consumer will 
adopt an innovative product because of an inter- 
action with a consumer from the early market 
(cross-market communication parameter). 


Whereas q,, and qmm represent within-market communica- 
tions, associated with strong ties within each community of 
adopters, Oe represents cross-market communications 
between the early market and the main market, whose ties 
are typically weaker. 

Models of this type are frequently solved computation- 
ally (Casti 1989). The following step-by-step outline 
describes the cellular automata algorithm for a dual-market 
case: 

Period 0. This is the initial condition, in which none of the 

consumers has yet adopted the product (receiving the 
value of 0). 

Period 1: The probabilities for each consumer p(t) are realized. 
Only advertising is at work during this pernod, 
because word of mouth requires consumers who 
have already adopted the product to start the process. 
A random number U is drawn from a uniform distri- 


FIGURE 5 
lllustration of the Cellular Automata Process 
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Notes: A value of 0 represents a potential consumer who has not adopted the product and a value of 1 represents a consumer who has adopted 


the product. 


bution in the range [0,1]. If U < p(t), then the con- 
sumer moves from nonadopter to adopter (receiving 
the value of 1). Otherwise, the consumer remains a 
nonadopter. 

Period 2: The consumers who have adopted the product begin 
the word-of-mouth process by deploying communi- 
cations within their own market (early or main) and 
cross-market communications from the early to the 
main market. Probabilities are realized as in Period 1, 
and the random number is drawn so that when U < 
p(t), the consumer moves from nonadopter to 
adopter. 

Period n: This process is repeated until 95% of the total mar- 
ket (e.g., 1000 consumers) has adopted the product. 


To illustrate the outcomes of a computational solution, con- 
sider a hypothetical case of p, = .01, Pm = .0005, Ou = .005, 
Qmm = -0005, and qm = 5 x 1077. The results of this case are 
presented in Figure 6. In this case, a saddle with a relative 
depth of 59% and duration of seven periods is indicated. 


FIGURE 6 
A Saddle Formation in Cellular Automata Data 
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The cellular automata solution approach consists of run- 
ning the program for a range of parameters, allowing sensi- 
tivity analysis to identify the crucial factors that govern the 
phenomenon. To generate realistic data sets, it is essential to 
define a proper range of parameters. In the area of new prod- 
uct growth, the Bass model is one for which a large body of 
empirical data exists. It is therefore reasonable to use the 
parameter range of this body of knowledge to calibrate our 
cellular automata parameter range. We followed previous 
research on the values of the Bass model parameters (Parker 
1994; Sultan, Farley, and Lehmann 1990) and assumed that 
the individual-level parameters relate to the aggregate-level 
ones in the following manner: 


*The relationships between cellular automata probabilities 
(lowercase letters) and the aggregated Bass parameters 
(uppercase letters) are fairly simple: P (Bass) and p (cellular 
automata probability) are of the same order of magnitude, 
because they both represent probabilities of adoption as influ- 
enced by external sources of information. 

*The case of the communications parameters is more compli- 
cated: Q, the aggregate-level internal effect parameter, refers 
to the overall internal effect on an individual potential adopter. 
However, Ou, qmm, and qım, our cellular automata individual- 
level parameters, are the probabilities that a given potential 
adopter will be affected by a single previous adopter. To the 
extent that many potential adopters exist, these parameters are 
smaller than Q, by a magnitude equal to the potential market 
population size (in our case, M + I = 1000). For example, 
where q, = .0005, the probability that one potential early 
adopter will be affected by his or her interaction with all the 
other previous adopters, given as 500, will be 1 — (1 — 
0005500) = 22. 

*Following the dual-market view, we set the range of p, to be 
of an order of magnitude larger than the range of Pm. Note that 
this does not exclude cases in which marketing effects have an 
equal impact on the early and main markets, because the 
entire range of parameters is scanned. 

*The same rationale leads us to set the range of q,, (normalized 
by the size of the group) higher by an order of magnitude than 
the normalized range of qmm- 

*Consistent with the assumption that low levels of communi- 
cations are maintained between adopters across the two mar- 
kets, we set q,m to be smaller than qmm- 


In the next section, we first use cellular automata to con- 
duct two studies. Study 1 explores the effect of communica- 
tions across the early and main markets (q,,) on saddle 
occurrence. Study 2 explores the effect of all available para- 
meters on the depth of a saddle and its duration. Following 
the cellular automata studies, Study 3 empirically tests the 
model to replicate the occurrence of saddles. 


Study 1: Cross-Market 
Communications and the 
Occurrence of Saddles 


We begin our analysis by closely examining the effect of 
dim—or the parameter of communications across the early 
and main markets—on saddle prevalence. We emphasize 
this particular parameter for two reasons: First, the main 
contention of this article is that saddles are driven by the 
two-market phenomenon. What makes two markets differ- 
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ent is that the communications between them are different 
from those within each one. Thus, the level of communica- 
tions across markets is central to their definition as a dual 
market. Indeed, dual-market proponents such as Moore 
(1991) claim that lack of communications between the two 
markets is the main reason for a "chasm" in new product 
growth. As we presently show, our results support the rela- 
tionship between low-level cross-market communications 
and the existence of saddles. However, a complete break in 
communications between the early and main markets is not 
a necessary condition for the creation of a saddle. 

A. second reason for a specific interest in the cross- 
market communications effect is the lack of empirical 
knowledge on its range of values. The new product diffu- 
sion literature provides a wealth of information on what 
may constitute reasonable levels of communications 
within a group. However, there is almost no indication 
regarding the value of qım, especially given that much of 
the material on the dual-market phenomenon is qualitative 
in nature. 


Method 


The purpose of this study is to demonstrate the importance 
of the cross-market communications parameter (en) on the 
prevalence of the saddle. Unlike the next study, in which we 
change all parameter values, here we keep the following 
parameters fixed at these values (for parameter range justifi- 
cation, see the previous section): p, =.01, p, = .001, and the 
ratio between the sizes of the early market and the main 
market is fixed at 1:9. We focus on the internal communica- 
tions parameters and therefore change them as follows: qi, 
from .001 to .04, qmm from .0001 to .0009, and den from 
.00006 to .0006. Manipulating three parameters so as to 
receive nine different values each, we obtain 729 different 
adoption processes generated by cellular automata. For each 
process, we identify the existence of a saddle using a SAS 
application. The results are reported for the more relaxed 
saddle definition of 10%; however, nearly identical results 
appear for the 2096 case as well. 


Results 


To show the centrality of the cross-market communications 
parameter in the existence of saddles, we computed the per- 
centage of times a saddle appeared for each value of qu. For 
example, for a value of .0005, there were 81 different adop- 
tion processes, corresponding to nine different values each 
for the other communications parameters (qmm and q,,). Of 
these 81 cases, 11 cases Oe, 13.6%) showed a saddle. 
These results are summarized in Figure 7. 

The striking feature of Figure 7, Panel A, is that in the 
dual-market model, for a wide range of relatively large val- 
ues of the cross-market communications parameter, this 
parameter has a considerable influence in determining the 
existence of a saddle. Thus, for a qım of .00006, more than 
50% of the cases involved a saddle. This percentage gradu- 
ally decreases as this parameter increases, until at values 
that are close to the within-market parameters (q,, and qmm) 
the percentage of saddles drops to below 5%. In a narrower 


FIGURE 7 
Prevalence of Saddles as a Function of 
Communications Between Markets (qim) 
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range of relatively low values of the cross-market communi- 
cations parameter, there is no clear-cut relationship between 
the values of this parameter and the existence of saddles, as 
shown in Figure 7, Panel B. 

No consistent relationship was found between the 
within-market communications parameters (q, and qmm) 
and the prevalence of a saddle. Moreover, a logistic regres- 
sion on the existence of a saddle indicates that the (stan- 
dardized) coefficient of the cross-market parameter is by far 
the largest of the three. 

Thus, our contention that the dual market drives the sad- 
die phenomenon receives strong support from Study 1. As 
the difference between the two markets is reduced (when we 
allow the cross-market communications parameter to come 
closer to the within-market parameters), the occurrence of a 
saddle becomes more rare. 


Study 2: Determinants of Saddles’ 
Depth and Duration 


Although the previous study clearly indicates that the dual 
market drives the saddle prevalence for a wide range of the 
cross-market communications parameter values, this does 
not hold in its smaller values. Some other factors are at 
work, determining the fate of saddles in this smaller range. 
Therefore, we conduct another study that explores the effect 
of all available parameters when the cross-market commu- 
nications parameter is relatively small. 


Method 


The purpose of this study is to explore the effect of all avail- 
able parameters on the depth of a saddle, its slope, and its 
duration when the cross-market communications levels are 
relatively low. 

The cellular automata model is set to represent a social 
system of 1000 potential adopters, varying p, from .01 to 
-09, Pm from .001 to .009, q, from .01 to .09, qmm from 
0001 to .0009, q,,, from 10-7 to 25 x 10-7, and the ratio 
between the sizes of the early market and the main market 
from .11 to .20 (relative market size is reflected by changing 
I, while M is kept constant at 900). 

To cover all the various values in the defined ranges (six 
parameters receiving five different values each), we gener- 
ated 15,625 different adoption processes by cellular 
automata modeling. For each process, we automatically 
identified and analyzed a saddle using a SAS application. 
For each identified saddle, we calculated the starting time, 
depth, duration, and slope parameters according to the defi- 
nitions specified previously (see Figure 2). We assigned a 
dummy variable to reflect the existence versus nonexistence 
of a saddle in the process. 

We calculated initial descriptive statistics with the aim 
of isolating the parameter ranges implicated in saddle for- 
mation, allowing further exploration of the general structure 
of saddles. We performed regressions between the model 
parameters and the saddles’ parameters to analyze and 
uncover saddle formation mechanisms and prediction prob- 
abilities of occurrence. We report the results for the more 
relaxed saddle definition of 1096; however, nearly identical 
results appear for the 2096 case as well. In addition, we per- 
formed discriminant analysis (for two groups, with and 
without saddle) to provide support for our ability to predict 
the formation of a saddle. 


Results 


The results indicate that when we compare the relative 
depths of the saddles in our sample data and the cellular 
automata data, the relative depths of the saddles in the real- 
life cases are smaller than those in the cellular automata 
results (3226 compared with 5896). However, we suggest 
that this difference is due to a selection bias in our sample. 
For example, some cellular automata saddles reflect a rela- 
tive depth of 7096. In real life, firms experiencing such a 
severe drop in sales may either consider the product a fail- 
ure or encounter consequent financial problems. In both 
cases, the cessation of marketing efforts and the termination 
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of the product are realistic options. Consequently, we fil- 
tered data reflecting the more pronounced end-of-saddle 
parameters from our sample. Our results indicate that at 
least some of these products might ultimately have become 
successful if the decline after the initial peak had not been 
interpreted as the end of the product’s life cycle. Table 2 pre- 
sents the results of a regression analysis performed for the 
saddle cases identified by cellular automata; each column 
represents a different dependent variable. 


The effect of early market size. Given the existence of a 
saddle, the larger the early market, ceteris paribus, the larger 
are the relative depth and duration of a saddle. When the 
main market is slow enough to adopt so as to create a sad- 
dle, an increase in the initial peak leads to a corresponding 
increase in saddle parameters. The main effect is indicated 
in the saddle’s depth rather than in its duration. 


The main market effect. Both the marketing efforts para- 
meter p,, and the within-market communications parameter 
qmm have a strong, negative impact on the relative depth and 
duration of the saddle. The rationale for this indication is 
that, to the extent that pm and qmm increase, main-market 
adopters become a more powerful factor in the total market 
at an earlier stage in the process. Accelerated main-market 
growth decreases saddle parameters in terms of both relative 
depth and duration. 


The effect of the cross-market communications parame- 
ter. Recall that the Study 1 finding that cross-market com- 
munication drives saddle prevalence for a wide range of the 
dim Parameter values did not hold for smaller values. 
Because Study 2 involves these smaller values of q,m, it is 
not surprising that den has a very small (and insignificant) 
main effect on saddle parameters at these levels. In contrast 
to Study 1, in this study, within-market communication 
parameters (qmm and q,,) have a significant impact on saddle 
formation. 


The effect of within—early-market communications on 
saddle depth. Of all the parameters, early-market word of 
mouth (q,,) has the largest effect on relative saddle depth. 
This result is consistent with our observation that word-of- 


mouth effects are stronger than marketing effects (repre- 
sented here by p,). 


The effect of within-early-market communications on 
saddle duration. Counterintuitively, high values of qi, sig- 
nificantly reduce saddle duration. When q, is large, we 
expect the early market to adopt at a faster rate, creating a 
larger window for the more reluctant main-market con- 
sumers to adopt. Accordingly, saddle duration would be 
expected to increase when within-early-market communica- 
tions accelerate early-market growth (especially in the case 
of a reluctant main market). However, our findings indicate 
that in such a situation, saddle duration decreases. 

To explore this seemingly counterintuitive finding fur- 
ther, we added a nonlinear term (q,,2) and an interaction term 
(Guim): Indeed, the resulting sign of the nonlinear parame- 
ter is negative, indicating that saddle duration increases, but 
only for larger values of d, What is the reason for this non- 
linearity in effect? Recall that with small values of q, sad- 
dle formation is possible only with small values of qmm and 
pa. In this subrange of parameters, a small increase in Ou 
increases the pool of early-market buyers, allowing cross- 
market communications (q,,) to activate the main market 
earlier. This indirect effect induces a reduction in w (but 
only for small values of q,). Supporting this explanation is 
the finding that the interaction term of gen, with qi, is signif- 
icant, even though the main effect of q, is not significant. 


The effect of early-market marketing efforts. Another 
seemingly counterintuitive result is the negative impact of 
marketing efforts directed at the early market (p,) on the rel- 
ative depth and duration of the saddle. To understand this 
result, note that all of these correlations are contingent on a 
saddle existing. Thus, given the existence of a saddle, for 
small values of p, q,, must be large. However, this also 
implies that early market growth is steep (Mahajan, Muller, 
and Srivastava 1990; Rogers 1995), leading, in turn, to a 
high initial peak. As p, increases, the range of qi, expands to 
include increasingly lower values, which results in a slower 
rise to a somewhat lower initial peak and a shallower rela- 
tive saddle depth. Such a formation will not occur when p, is 
large to begin with, as is evidenced by the positive effect of 


TABLE 2 
Summary of Regressions Results 
d* d* w Saddle's w Saddle's 
Relative Depth Relative Depth Duration Duration 
(Standardized) (Nonstandardized) (Standardized) (Nonstandardized) 
1 | Size of group | 20 .001 .04 .007 
2 Pm Marketing to majority —57 -50 .33 —499 
3 Gmm Within-majority-market 
communications —.35 —433 —.59 —12,609 
4 dim Cross-market communications —.01 —3499 —.02 —83,171 
5 q, Within-early-market communications 59 6 —.55 —101 
6 p,Marketing to early market —.39 -3 —52 -74 
7 qudm —.01 —111,745 —.001 —106,844 
8 q —.52 -62 .34 696 
9 p? .31 27 .34 499 
10 Adjusted R2 36 .36 .41 .41 


Notes: All vanables are significant at the p < .01 level except for Rows 4 and 7 (a, and qa). 


10 / Journal of Marketing, April 2002 


pi? (ninth row of Table 2). This also explains the effect on 
saddle duration: To the extent that the initial peak is higher, 
a longer duration is required to regain the initial peak level 
of sales. 


The interplay between early-market size and the delay in 
adoption of the main market. Note that of all the main and 
significant effects, early-market size (I) has the least impact 
on saddle duration (column w of Table 2). The reason for 
this is that, ceteris paribus, large values of I delay the initial 
peak, requiring more time for most early-market members to 
become buyers. This delay enables the main market to enter 
the process at a stage preceding the completion of the early- 
market adoption process. Therefore, an increase in I, in its 
lower range of values, will induce higher values of w, and an 
increase in early-market size at the higher range of values 
decreases the saddle’s duration. 

If we are correct in our hypothesis that the saddle phe- 
nomenon is governed, inter alia, by an intrinsic dynamic 
mechanism, predicting its appearance is an imperative. We 
performed discriminant analysis using the identified para- 
meters. Table 3 presents the confusion table of the discrimi- 
nant analysis. The model correctly predicts 77% of the sad- 
dles and 79% of the nonsaddle cases. These results strongly 
imply that the selected parameters govern a noticeable por- 
tion of the saddle formation dynamics. 


Study 3: Empirical Estimations of 
Saddles 


Studies 1 and 2 demonstrate the frequency and influencing 
factors of the saddle phenomenon in simulated markets. 
However, the question remains whether we can tie our dual- 
market model to the saddle phenomena identified in real 
markets, as presented in Table 1. In this study, we use the 
data in Table | to examine the extent to which a dual-market 
model using the mean of the stochastic cellular automata 
framework can help us understand the aggregate-level sad- 
dle phenomenon. 


Method 


To examine the dual-market model with the aggregate-level 
product growth data in Table 1, we constructed a dual- 
market aggregate model that is based on the individual-level 
model presented in the cellular automata Studies 1 and 2. 
The model we employed uses the mean of the stochastic cel- 
lular automata model presented previously to describe the 
growth of a market in a dual-market case. Basically, such a 
model should have seven parameters: two external market- 
ing variables (one for each market), p, and pm; two internal 


TABLE 3 
Discriminant Analysis Confusion Table 
Observed Observed 
Saddle (96) Nonsaddle (96) 
Predicted saddle 77.2 22.8 
Predicted nonsaddle 21 79 


Notes: The average correct prediction is 78.196. 


word-of-mouth parameters (one for each market), q,, and 
Qmm; One cross-market communication parameter, dun: and 
two market potentials, N, and N,,. Calculating the mean 
probabilities of adoption given these parameter values, we 
can estimate at each period the expected number of adopters 
(from both early and main markets), compare the number of 
adopters with the actual data that contain saddles, and inves- 
tigate (1) whether the model fits the data using classical fit 
measures such as R-square and (2) specifically, whether it 
can capture the saddle phenomenon identified in the data. 

However, shifting to an aggregate level of analysis raises 
problems similar to those of classic aggregate-level model- 
ing, namely, the need to examine complex multiparameter 
models with few data points. In our case, of the ten cases 
with saddles in our sample data, seven cases had 19 data 
points or fewer. Because fitting fewer than 19 points of data 
with seven parameters is highly unstable, we made the fol- 
lowing changes in the model to reduce the number of 
parameters. 

First, as noted previously, we can focus on the ratio 
between the market potentials of the early and mainstream 
markets rather than on the potentials themselves. Therefore, 
we fixed the size of the main market and estimated the size 
of the early market N,. Second, we set the main-market 
external marketing coefficient (pm) to zero. Thus, the early- 
market word of mouth is left as the only external influence 
working on the mainstream market. We therefore run a 
standard nonlinear search procedure on a five-parameter 
model instead of seven, acknowledging that even in this 
case our ability to generalize from the results is limited. 


Results 


Figure 8 presents the estimation results for the PC case we 
highlighted in this article. The saddle is well captured by our 
estimated saddle, beginning in 1984 and lasting for five 
years, just like the real one. 


Capturing the saddle phenomenon. In general, we find 
that of the ten cases with saddles (see Table I), the esti- 
mated growth pattern produces a saddle in eight cases. Of 
these eight cases, six are saddles according to our strict def- 
inition. These are PC monitors, compact audio systems, dig- 
ital corded telephones, cordless telephones, personal com- 
puters, and VCRs with stereo. Two more cases involve a 
saddle in the predicted growth pattern that does not meet the 
strict criteria: The growth pattern of PC printers has a sad- 
dle of a 7.7% relative depth, and in the growth pattern of 
monochrome television, the model captures the saddle but 
not the peak, such that the estimated peak is lower than the 
estimated saddle. Still, even in the last two cases, the real 
saddle is explained by the early and late markets. Only two 
of the eight did not produce a saddle: color television and 
home radios. Of these two, although in color television 


4It should be noted that by deleting the main-market marketing 
parameter from the empirical analysis, we do not suggest that it is 
insignificant in real life but rather that, for the data set we have, it 
is the one parameter that has the least effect. Indeed, when we 
checked the inclusion of the parameter on the three products in our 
sample data that have more than 40 data points, the difference in 
the results was minimal 
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FIGURE 8 
Growth of PC: A Dual-Market Empirical Model 
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there is a breakdown between early and late markets, the 
estimated break between the two is enough to cause a delay 
but not a saddle. Only in home radios do we find that the 
model does not work; apparently, the saddle should be 
explained by factors other than the existence of early and 
late markets. 

Considering, for example, the case of the PC presented 
in Figure 8, 1987 can be viewed as a milestone in the devel- 
opment of this market. In this year, which is right in the 
midst of the saddle, the number of mainstream new adopters 
equaled that of the early market. Examining industry publi- 
cations from that time, we indeed find that increasing atten- 
tion began to be drawn to the mainstream market that was 
expected to fuel the expected growth (e.g., Murphy 1987). 


Model fit. Considering the model estimation, the model 
shows good fit to the data. The adjusted R-square varies 
from 79% to 99.1%, with an average of 92.9%. 

Note, however, that we do not consider the relative success 
of Study 3 to be demonstrated merely with high measures of 
fit. High R-squares indicate that the model fits the data, but that 
itself is insufficient, because a standard aggregate-level Bass 
equation also yields reasonably high measures of fit. What the 
Bass model cannot capture, however, is a saddle, because the 
Bass model necessarily has a single maximum. In contrast, as 
presented previously, the dual-market model we examine cap- 
tures the saddle in most cases and can give us an impression of 
the dynamics between early and main markets in these cases. 


Cross-market communication. On the basis of the dual- 
market theory and the cellular automata results, we expect 
that the cross-market communication level (q,,, parameter) 
should be (1) lower than the early and main within-market 
communication levels (q, and qmm) and (2) smaller for cases 
of larger saddles. 
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The empirical results of Study 3 support both these 
points. First, on average, we find that the value of the cross- 
market parameter is lower than the within-market parame- 
ters (one-half and one-tenth of q, and qmm» respectively; we 
do not report statistical differences because of the low num- 
ber of cases). 

To examine the second point, we also estimate the model 
for the six smaller saddles of the relaxed definition of the 
saddle (see Table 1 and our definition in the second section 
of the article) and compare it with the strict definition ana- 
lyzed previously. We expect that the cross-market communi- 
cation parameter for the larger saddles of the strict definition 
would be considerably lower than that of the smaller saddles 
of the relaxed definition. Indeed, we find that, on average, 
im in the strict case is much lower: 9.4% of the value of qim 
in the relaxed case. 

In a concluding remark to this study, the aggregate-level 
results seem to give empirical support to the dual-market 
theory of the saddle presented previously. However, 
although they support our theory, they also highlight the 
advantage of the cellular automata approach. As an exam- 
ple, consider Figure 7, which depicts a monotonic decline in 
the number of saddles as the value of the cross-market com- 
munication parameter increases. It is difficult to envision 
the extensive set of empirical data needed to replicate this 
result. For example, for a specific value of q,,, we would 
need a few different adoption processes, corresponding to 
different values each, for the other communications para- 
meters (qmm and q,,). The cellular automata gave us the pos- 
sibility of generating 81 such simulated markets with pure 
individual-level assumptions. 


Discussion 


In this article, we demonstrate that the saddle is a relatively 
common phenomenon. Using a data bank of a large number 
of innovative products in the consumer electronics industry, 
we found that a saddle pattern was evident in one-third to 
one-half of the cases investigated. From a managerial point 
of view, this pattern warrants attention, because a significant 
and unexpected decline in sales in the relatively early stages 
of a product’s life cycle may erroneously cast doubt on the 
product’s viability. This is especially true for high-tech and 
innovative products that are in the vulnerable point after 
introduction to the market, when firms typically engage in 
further research and development (R&D) and product 
improvements. The occurrence of a saddle may lead to a sud- 
den, unexpected drop in cash flow just as the firm is in the 
highly precarious situation of simultaneously launching and 
improving the product. 

We offer an explanation of the saddle phenomenon 
based on the dual-market approach. If two segments of the 
market—an early market and a main market—adopt at dif- 
ferent rates and if the difference is pronounced, then overall 
sales to the two markets will exhibit a temporary decline at 
the intermediate stage. Other explanations for the saddle 
phenomenon exist. The temporary decrease in sales may be 
attributed to stockpiling, changes in technology, industry 
performance, or macroeconomic events. As we explain next, 
although these idiosyncratic explanations are certainly valid 


in many cases, we do not believe that any of them can give 
a comprehensive explanation for the saddle. 


Stockpiling: The data we report are based on shipments rather 
than sales, and these data do not always track sales. Therefore, 
it is possible that if resellers overforecast sales, they accumu- 
late excess inventory and reduce orders accordingly, thus cre- 
ating an artificial peak. 

*Changes in technology: Rapid changes in technology might 
induce a period in which consumers are reluctant to adopt a 
new product, causing them to skip one generation and 
leapfrog directly to the next one. This postponement in adop- 
tion might create a temporary dip in sales. 

Industry performance: Poor industry performance phenomena 
such as slow emergence of dominant design or a perceived 
low quality/price ratio might induce a decline in sales when 
consumers become fully aware of these shortcomings. 

*Macroeconomic events: Macroeconomic conditions such as a 
recession will have a dampening effect on sales, thus creating 
a saddle. 

*Other product-specific variables: Golder and Tellis (1998) 
suggest that the phenomenon of an early peak and slowdown 
could be explained on the basis of product-specific variables 
such as market penetration, price, and year of takeoff. 


It is not clear, however, to what degree these variables 
yield a comprehensive and unified explanation of the saddle 
phenomenon. For example, in Table 1 we report a duration 
of 5.1 years for the average saddle. This duration is incom- 
patible with the stockpiling explanation. In the same fash- 
ion, we found no correlation between recessionary periods 
and saddles. 

Our model highlights the importance of cross-market 
communications in determining the existence of a saddle. 
For low levels of this parameter, more than 50% of the cases 
in the cellular automata data involve a saddle. This percent- 
age gradually decreases as the cross-market communica- 
tions parameter increases, until at values that are close to the 
within-market parameters, the percentage of saddles drops 
to below 596. The parameters governing the depth and dura- 
tion of a saddle are the intensity of the various channels of 
communications within and across the two consumer groups 
(early market and main market), as well as the relative sizes 
of these markets. 

It should be noted that though we find that cross-market 
communications are an important factor driving a saddle, our 
results do not necessarily support Moore's (1991) view that 
there is no communication between the early and the main 
markets. We suggest that a lower level of cross-market com- 
munication is correlated with saddles, but not necessarily 
that cross-market communication is completely absent. Fur- 
thermore, the fact that in most cases of the data we present 
(both sample data and data generated by cellular automata), 
a saddle does not appear suggests that often this cross-market 
communications level is high enough, even among product 
categories close to the ones that Moore himself describes. 

What options are open to firms that wish to reduce the 
parameters of a saddle, after it is predicted? The parameters 
under the direct control of the firm are the marketing effort 
parameters, p, and pm. Assuming a fixed budget, increasing 
Pm at the expense of p, will reduce the delay in the adoption 
pattern of the main market, thus diminishing the size of the 
saddle. 


Such action will be effective if firms are aware of the dif- 
ferences between the two types of market groups and are 
able to address them separately. In contrast, firms can have 
only limited control over word-of-mouth parameters. Exam- 
ples of such indirect influence are programs in which the 
firm rewards customers who enlist friends and acquain- 
tances as further customers. 

Intuitively, to reduce the size of a saddle, firms need to 
increase both the within-main-market communications 
parameter and the cross-market communications parameter. 
However, our findings indicate that low levels of the latter 
parameter have no significant effect on the saddle, implying 
that firms can more efficiently achieve reduction of saddle 
size by stimulating main-market word of mouth. 

We also find that the within-early-market communica- 
tions parameter (q,,) has the strongest effect on relative sad- 
dle depth. However, a high value of q,,, though necessary for 
a rapid takeoff and penetration process, simultaneously pre- 
cipitates increased relative depth and duration of the saddle. 
The sharp decrease in sales may be erroneously interpreted 
as a signal of the rejection of the product by the market, 
rather than a consequence of intensive word-of-mouth com- 
munications in the early market. 

Assuming that firms have some degree of control over sad- 
dle size, it is questionable whether firms would prefer to elim- 
inate the saddle entirely, for example, by reducing p, to zero. In 
such a case, no saddle would form, and a consequent later take- 
off should be expected. However, minimizing the adverse 
effects of a saddle by eliminating the early market is only 
one—and the least desirable—of several possible strategies. 

First, ascribing the responsibility for product adoption and 
takeoff to the main market is an expensive decision. Manipu- 
lating the reluctant main-market adopters may be far more 
costly than investing in the early market. Second, by reducing 
or eliminating the early market, firms lose a critical source of 
information. By “listening to their voices,” firms leverage feed- 
back from the early market as important input in further R&D 
and product improvements. The costs of longer and more iso- 
lated R&D, as well as marketing to a slow response group, 
may be too high for the launching of brand new products. 

This argument implies that a saddle might be a necessary 
stage for the successful introduction of an innovative product, 
enabling simultaneous introduction and improvement. In this 
case, firms may prefer to optimize the saddle size and timing 
by allocating their resources and deciding on appropriate mar- 
keting strategies based on the saddle’s predicted appearance. 

One question is whether it is possible to know a priori 
which real-life cases are more prone to saddle occurrences. 
Our results suggest that a principal communication channel 
that governs the saddle appearance is the cross-market com- 
munications between the early and the main markets. The 
smaller the cross-market communications, the more likely a 
saddle is to appear. We therefore expect that certain vari- 
ables that influence this value would be dominant in a priori 
evaluations of the likelihood of a saddle appearance. 

As an example of a product-based variable, consider the 
issue of dominant design (Utterback 1994). If the new prod- 
uct versions are not compatible with one another or with 
previous products, communications between the main mar- 
ket and the early market are less likely to occur. The main 


Riding the Saddle / 13 


market might view the early market as much too tolerant for 
the personal discomfiture caused by incompatibility of 
designs. The early market's level of risk taking, as mani- 
fested by its immediate approval and adoption of a new, 
incompatible technology, is also suspect by the main mar- 
ket. In addition, the existence of many incompatible prod- 
ucts and technologies is likely to inhibit effective personal 
communications, because communications are likely to be 
more effective among users of the same technology. Thus, 
the larger the role of a dominant design in the evolution of a 
market and the larger the difference between predominant 
design and the standard platforms, the larger is the expected 
place of a saddle in the new product growth. Similarly, an 
increased novelty level of a new product is expected to 
reduce cross-market communications as well as lack user 
friendliness and the frequency of product attribute changes. 


Limitations 


Our study has several limitations. The data presented are 
limited to electronics-based durable goods. Although this 
factor is in line with much of the anecdotal evidence related 
to the kinds of products that drive a dual-market phenome- 
non, further research is needed to examine the saddle on a 
broader product base. From a modeling point of view, we 
present a simple dual-market model, making only a few 
assumptions. In a total modeling of real life, the communi- 
cations pattern should be more complex and involve a large 
number of parameters. 

One of the advantages of the use of cellular automata 
is the knowledge that a complication of the model is fea- 
sible and there is no uncertainty regarding an analytical 
solution. However, in our view, that our simple dual- 
market assumptions modeling approach drives a clear 
saddle phenomenon gives stronger support to the relation- 
ship between the two than more complicated models 
would. 

In this study, we investigate the determinants of the 
occurrence of a saddle and its attributes in terms of depth 
and duration. We have not discussed the important issue of 
the timing of a saddle, which would require a comprehen- 
sive study that dealt with both the empirical issues and the 
theoretical underpinning of the timing of a saddle. 

In addition, we rely on prior theory to support the dual- 
market phenomenon that drives the result of this study. In 
some cases, however, more than two segments of various 
sizes could be present. The results could change according 
to whether this segmentation is significantly different from 
the dual segmentation used in this article. 

One question associated with the robustness of our cel- 
lular automata results involves their sensitivity to the defin- 
ition of a saddle. We checked in both studies whether the 
saddle definitions conform to either the strict or the relaxed 
definitions. The differences in the results are minimal. The 
main reason is that the requirement of a two-year duration is 
the one that distinguishes between a saddle and a random 
perturbation. When we impose the two-year duration condi- 
tion, the difference between 10% or 20% depth is not criti- 
cal. For example, in the first study, if we relax the condition 
of the two-year duration, the number of saddles increases by 
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70%, but if we relax the depth requirement from 20% to 
10%, total saddle occurrence increase is less than 10%. 

In addition, the difference in the results in terms of both 
the graphs and the regressions is minimal in the case of the 
depth conditions. However, we believe that the two-year 
requirement is important, because idiosyncratic forces such 
as the ones discussed in the previous section could be pow- 
erful explanatory variables in the case of a one-year 
perturbation. 

Another approach would specify the depth criterion as 
a function of the standard error of the time series. This 
type of volatility measure is common in other fields, such 
as finance. When no pattern of growth is evident, the stan- 
dard error itself is used; that is, the errors are measured 
from the mean of the series. However, if consistent 
growth 1s noticeable, the errors are measured from a 
regression line; that is, a model is used to predict the 
growth curve, and the errors are measured from the line. 
For a growth curve to emerge that will serve as a basis for 
comparison, we develop a two-stage aggregate-level dif- 
fusion model in the spirit of Mahajan and Muller’s (1998) 
model. 

We checked the deviations of the time series from the 
model’s prediction for three products: cellular telephones, 
camcorders, and telephone answering devices. We chose 
these products because none of them has a saddle and they 
belong to relatively noncorrelated industries. We computed 
the standard deviation from the real data in each case as a 
percentage of the average sales level to be the following: 
6.4%, 7.7%, and 7.4%, respectively. The average of the 
three is 7.2%. Thus, the 20% rule that is approximately 
three times the average error seems a conservative measure, 
so we used 10% as an alternative. As we mentioned, we 
found few differences in the analyses of these two cases. 

In a more general sense, the two-stage aggregate diffusion 
model could be viewed as a substitute for the cellular automata 
model. The performances of this approach in predicting a sad- 
dle are limited by the stochastic nature of the market. For 
example, a specific innovator may appear to be the last one to 
adopt, and a laggard can be among the first adopters because 
of pressure. An aggregate model cannot capture this aspect 
and therefore can be used only for sensitivity analysis. 

In contrast, cellular automata models take into account 
the stochastic aspect (indeed a cell, or consumer, can adopt 
with a certain probability at a time other than expected). By 
running the cellular automata repeatedly on the same values, 
we can evaluate the odds that a saddle will appear, as well as 
the range of its timing, depth, and duration. Thus, the final 
result of our modeling is a curve with stochastic distur- 
bances, as we would expect in reality. Distinguishing a sad- 
dle in such an environment is more of a challenge and is 
closer to reality than if we were to take the aggregate 
approach, which results in smooth curves. 


Conclusions 


Returning to our PC market example, we are left to verify 
that the dual-market concept can explain the saddle that 
occurred during 1984—91 (the PC industry recovered its lost 


ground and exited the saddle in 1991, as shown in Figure 1). 
If our proposed explication of the saddle is tenable, we 
should be able to find evidence that implicates the main 
market in the industry’s steep (second) takeoff. In 1994, in 
his Fortune magazine column, Kirkpatrick (1994a) attrib- 
uted the rapidly growing home segment in the PC market to 
the following five factors: More consumers were working 
from home, prices were falling, PCs were becoming easier 
to set up, shopping for PCs was becoming more convenient, 
and customers were attracted by exciting new software. 

In our view, these are signals that the dominant player 
had become the main market, with its orientation to product 
functionality, rather than the early-market technophiles. 
Note that the Internet was not even mentioned as a con- 
tributing factor; the real explosion in PC sales was yet to 
come. Seven months after his report, Kirkpatrick (1994b, p. 
110, emphasis added) cited major industry sources that iden- 
tified the main market as the source of the growth: “With less 
than four months to go, this is already shaping up as the land- 
mark year for that rapidly evolving electronic marvel, the 
personal computer.... Consumers will pay $8 billion to buy 
6.6 million PCs..., add in the $3.4 billion that ordinary Joes 
and Janes will shell out for PC software, and the total is 
more than Americans will spend on televisions [this year].” 


Appendix 


Practical Aspects in Cellular Automata Modeling 


In this Appendix, we detail our experience in applying the 
cellular automata model to new product growth. Although 
the market for new products is indeed a complex system on 
the aggregate level, often the behavior on the individual 
level can be broken into relatively simple and known rela- 
tionships among individuals. When this is the case, the cel- 
lular automata approach is capable of untying the complex- 
ity of the phenomenon so as to better understand the 
underlying governing mechanisms. This approach, however, 
requires careful attention to some aspects. 


Cellular automata modeling requires a reliable micro 
representation of the relations among the individuals. There- 
fore, this modeling technique needs a strong individual-level 
theoretical background. 

Although cellular automata models are not limited by 
the number of variables, it is recommended to develop a par- 
simonious model to reduce the level of the statistical analy- 
sis in the second stage and to increase the understanding of 
the underlying mechanisms. 

We should note that the individual-level probabilities are 
different in both their values and their interpretation when 
compared with the aggregate-level parameters that are often 
reported in the marketing literature (e.g., Q from the Bass 
model differs from q, or qx). 

Assigning ranges of small values to q (low level of inter- 
actions among individuals) leads to regimes with excessive 
levels of volatility. This regime is not likely to represent 
real-life situations and therefore can be used as an indicator 
to the lower bound of values. 

When a phenomenon is monotonic or linear in most of 
its duration, aggregate-level modeling (e.g., simple diffusion 
models) may be more convenient to employ, and the results 
are plausible. In contrast, when the phenomenon becomes 
complex, with nonlinear or nonmonotonic regimes with a 
noticeable duration, it is much more expedient and accurate 
to employ cellular automata modeling. 

When extreme levels of values are used, cellular 
automata can uncover hidden regimes that compose the 
boundaries of the phenomenon under discussion. Cellular 
automata is more representative at its boundaries. 

Our analysis in this article is based on a C program writ- 
ten specifically for this study. Although the advantages of a 
computer language-based program are clear, including the 
ability to conduct complex experiments, we found that a 
simple cellular automata can be built using an Excel spread- 
sheet. Although limited in its size and manipulation ability, 
the spreadsheet can promote intuition and a first impression 
of whether the model itself has the potential to capture the 
observed phenomenon. 
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Passing the Torch: 
Intergenerational Influences as a 
Source of Brand Equity 


In today’s competitive battleground, the concept of brand equity has proved to be an important source of strategic 
insights for marketers. However, one potentially valuable source of brand equity—the operation of intergenerational 
Influences—has generally been overlooked in the marketing literature. This article reports the findings of two stud- 
les that show Intergenerational impacts on brand equity to be persistent and powerful across an array of consumer 
packaged goods. However, as a strategic challenge, these effects seem to apply strongly for some brands but not 
for others—they are selective. In Study 1, the authors use parallel surveys of mother-daughter dyads to isolate and 
quantify intergenerational impacts, and the surveys reveal a differential range of effects at both the product cate- 
gory and the brand level. In Study 2, the authors use interpretivist methods to delve more deeply into these 
effects—the forms they take, the way they have developed, and factors that sustain or disrupt them. On the basis 
of these findings, the authors identify implications for managers and future research needs. Overall, intergenera- 
tional Influences are a real marketplace phenomenon and a factor that merits much closer attention from market- 
ing strategists who are interested in brand equity issues. 


cept in marketing over the past 20 years, raising ques- 

tions about how to create positive brand images, 
extend brands into new categories, and build customer loy- 
alty (e.g., Aaker 1996; Aaker and Joachimstahler 2000; 
Keller 1998). Much has been learned about sources of brand 
equity as well as its many benefits for a firm and its cus- 
tomers. However, one interesting and potentially powerful 
contributor—the concept of intergenerational (IG) influ- 
ence—has generally been overlooked. The purpose of this 
article is to examine the linkage of IG influences and brand 
equity. Is this phenomenon a real factor in the marketplace? 
How substantial is it, and for which consumer goods does it 
work best? Are certain brands benefiting from this influence 
whereas others are not? (To the extent that some marketers 
have been differentially capitalizing on IG effects, they have 
been adding to their brand's sales, profits, health, and vital- 
ity at little or no cost.) More broadly, what exactly are IG 
influences, how do they come about, and how do they oper- 
ate? In this article, we present evidence on these questions, 
drawn from two distinct studies. 


T: topic of brand equity has emerged as a central con- 
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Background on IG Influences and 
Brand Equity 


Broadly construed, IG influence refers to the within-family 
transmission of information, beliefs, and resources from one 
generation to the next. It is a fundamental mechanism by 
which culture is sustained over time. Its key elements are 
embedded within socialization theory. 


Roots in Socialization Theory 


As an area of inquiry, socialization has a long tradition in 
sociology and cultural anthropology as well as social learn- 
ing, developmental, and personality theories in psychology 
(Levine 1969; Peterson and Rollins 1987). Socialization 
itself is defined as the process through which people 
develop specific patterns of social behavior (Ziegler and 
Child 1969) or the process by which people learn the social 
roles and behaviors they need to participate effectively in 
society (Brim 1968). Socialization helps society function 
by reinforcing particular beliefs, traditions, and values. It 
also helps people develop their personal identities and 
assume new roles as they move through their life cycles. 
Although socialization is a life-long process, childhood 
and adolescence are particularly crucial times. During 
childhood, the socialization process focuses not only on the 
present but also on roles and behaviors that will be needed 
in the future (McNeal 1987). The family is the first and 
typically the most powerful socialization agent; parents 
and other family members serve as channels of informa- 
tion, sources of social pressure, and support for one 
another. As a family develops, it creates a distinct lifestyle, 
pattern of decision making, and style of interacting (Sillars 
1995). Children have continuous opportunities to learn and 
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eventually to internalize the beliefs, attitudes, and values 
they have observed, accepting these as the norm (Sears 
1983). 


Basic Findings on IG Influences 


Intergenerational research on political and social behavior 
shows that many forms of influence are transmitted from 
parents to their children, including political affiliation, reli- 
gious values, achievement orientation, and gender and racial 
attitudes. Levels of parent-child consensus vary consider- 
ably, being highest within religious and political arenas; 
lowest for lifestyles; and generally substantial for topics that 
are concrete, visible, and salient (e.g., Hoge, Petrillo, and 
Smith 1982; Troll and Bengston 1979). Over time, effects 
decline; the greatest erosion occurs during the first few years 
after the young adult leaves home, and then there is a level- 
ing off by the late 20s or early 30s. Thus, IG impacts can 
endure well into adulthood (e.g., Beck and Jennings 1991; 
Niemi and Jennings 1991; Whitbeck and Gecas 1988). 
“Reciprocal socialization,” in which children influence their 
parents, is also studied in this research stream. 

Relatively little direct research attention has been given 
to IG influence in consumer research, though its presence is 
recognized in early work on family decision making and the 
family life cycle (e.g., Davis 1976; Wells and Gubar 1966). 
Relevant research is also present in the literature on con- 
sumer socialization, defined as “the processes by which 
young people acquire skills, knowledge and attitudes rele- 
vant to their functioning in the marketplace” (Ward 1974, p. 
2). Consumer socialization research has studied the roles of 
family, peers, and mass media in teaching children about 
consumption, the impact of parenting style, and the way par- 
ents and children interact in making household purchase 
decisions (e.g., Beatty and Talpade 1994; Carlson and 
Grossbart 1988; John 1999; Moschis 1987; Palan and 
Wilkes 1997). 

In the early 1970s, IG research was introduced into the 
study of consumer behavior. From Hill (1970) to Obermiller 
and Spangenburg (2000), writers have supported the propo- 
sition that these effects are significant, interesting, and 
potentially important in the marketplace. The core empirical 
research base consists of only some ten articles, and several 
of these appear in conference proceedings. An interesting 
and wide set of topics has been studied. The effects of IG 
can reach impressive magnitudes: For example, Woodson, 
Childers, and Winn’s (1976) study of auto insurance 
observed that 62% of men in their 20s reported that their 
insurance company had also supplied coverage to their 
fathers, and even at age 50 almost 20% met this criterion. 
Furthermore, Hill’s (1970; cf. Miller 1975) longitudinal 
study finds that financial planning skill levels are transmit- 
ted across three generations, particularly among families 
that are poor financial managers. Arndt (1971, 1972) studied 
agreement between college students and their parents on 
dimensions of innovativeness, opinion leadership, and loy- 
alty proneness. Moore and Lutz (1988) uncovered shared 
marketplace beliefs and choice rules (see also Carlson et al. 
1994) and noted greater preference similarity associated 
with products that are more visible to children in the home. 
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Heckler, Childers, and Arunachalam (1989) assessed per- 
ceived purchase similarities and observed stronger impacts 
for convenience than for shopping goods. Childers and Rao 
(1992) assessed reference group effects and pointed out that 
a family’s impact will differ from that of peers depending on 
whether a product is publicly or privately consumed. Olsen 
(1993, 1995) supplemented the prior survey approach in this 
area by introducing interpretive methods in her study of 
brand loyalty transfers between generations. Most recently, 
Obermiller and Spangenburg (2000) noted linkages between 
family members on skepticism toward advertising. 

In summary, theory suggests that family influences con- 
stitute a powerful socializing agent in children’s lives, and 
prior research results provide good reason to believe that IG 
effects are at work. However, current knowledge about con- 
sumer IG influence is grounded in a relatively small 
research base, a number of research issues remain to be 
addressed, and further evidence is needed on several key 
topics. Prominent among these is the matter of IG contribu- 
tions to a brand’s equity in the marketplace. 


Ties to Brand Equity 


A basic theme in discussions of brand equity is that it rep- 
resents the added value that accrues to a product as a result 
of marketing investment and effort (e.g., Aaker 1991; Far- 
quhar 1989; Srivastava and Shocker 1991). Keller's (1998) 
customer-based brand equity framework identifies a 
brand's meaning as the key to creating equity. Although IG 
influences have not explicitly been noted thus far in the 
brand equity literature, they deserve consideration as a 
force that develops such meaning in consumers' minds. 
Consider the number of opportunities family members 
have, year after year, to jointly consume, shop for, and 
comment on favored brands, thereby influencing children's 
brand associations. 

Keller's (1998) framework also stresses that meaningful 
differences among brands derive from brand associations 
that are unique, favorable, and strong. Theoretically, family 
interactions are likely to produce high levels on these exact 
properties. Associations that tie loved ones to a brand bring 
a unique element. Favorable associations are probable, 
because IG influences are likely strongest for brands that 
have provided satisfaction for the household over time. 
Meanwhile, strong associations result from both personal 
relevance and consistent information over time. Thus, when 
a child's attitude about a brand, consumption occasion, or 
store is formed within the context of daily family life, it can 
exhibit meaningful characteristics that will sustain it across 
time. 

Finally, Keller's framework points out that firms enjoy a 
number of brand equity benefits related to growth and prof- 
its that ensue from increased customer loyalty levels. The 
possibility of extending loyalties from one generation to the 
next is an added benefit that has not yet been well recog- 
nized. Each year, new cohorts of potentially brand-loyal 
consumers go out on their own, continuing to use brands 
they have been socialized to use at home (Wilkie 1994). 
Overall, then, the issue of IG influences appears to offer 
considerable potential for marketers. 


This potential likely differs by substantive domain, how- 
ever, because previous research has shown that IG is par- 
tially a function of specific product category or marketplace 
characteristics. For example, Childers and Rao (1992) report 
stronger IG impacts for private goods than for those con- 
sumed in public (and note that culture may moderate 
observed levels). Also, Heckler, Childers, and Arunachalam 
(1989) observe stronger IG preference effects for conve- 
nience goods than for shopping goods. Within the packaged 
goods domain, Moore and Lutz (1988) find stronger IG 
impacts associated with in-home visibility (when the prod- 
uct is consumed in its original packaging rather than not — 
e.g., catsup versus canned peas). Each of these studies 
shows that product category features can affect IG levels. 
However, none of these studies reports findings for individ- 
ual product categories (findings are reported only for prod- 
uct types—e.g., convenience versus shopping goods). Fur- 
thermore, no study to date has examined IG influences for 
individual brands. 

In this project, we examine IG influences in a domain in 
which issues of brand equity are extremely important—con- 
sumer packaged goods. Here, consumer purchases are made 
in a highly competitive setting, with frequent new product 
introductions and substantial promotional activity to encour- 
age brand-switching behavior (Kahn and McAlister 1997). 
These products are inexpensive and frequently purchased: 
Trial and brand switching are easy to undertake. Still, many 
packaged goods meet the basic criteria—having a relatively 
long life cycle, being used by households with children, pro- 
viding satisfaction over time—that researchers have identi- 
fied as important for IG effects to emerge (e.g., Moore and 
Berchmans 1996; Shah and Mittal 1997; Woodson, 
Childers, and Winn 1976). 

To examine these potentials, we conducted two studies 
using different methods. In Study 1, we used survey meth- 
ods to isolate, quantify, and test for IG effects, first for 24 
consumer packaged goods categories and then for individual 
brands in each category. In Study 2, we turned to interpretive 
methods to delve more deeply into the nature of IG effects. 
Each study investigated multiple ways in which IG may be 
operating in this domain. Triangulating across research 
methods enabled us to probe different aspects of the IG phe- 
nomenon, providing a richer perspective than that obtained 
through a single approach (Denzin 1989; Lutz 1991). 


Study 1: Identifying IG Influences 
for Products and Brands 


Overview and Method 


Our specific purpose for Study 1 was to determine whether 
and how IG influences are related to brand equity in the 
packaged goods marketplace. In planning the project, it was 
clear that a complex analytical approach would be required. 
We accordingly developed a framework based on four broad 
expectations: 

*Expectation 1: Intergenerational impacts are at work across a 

spectrum of consumer behavior. Impacts range from brand 


effects to product category effects to store preferences, mar- 
ketplace orientations, and broader lifestyles. To appreciate 
brand equity issues fully, we need to identify and partial out 
some broader impacts. Here, we examined IG impacts on 
product nonuse. 

*Expectation 2: Intergenerational impacts can be measured at 
different stages of the consumer decision process. The “hier- 
archy of effects” (Lavidge and Steiner 1961) provides a use- 
ful framework for assessing levels of IG impacts in the mar- 
ketplace. Here, we focused on IG impacts on consumers’ 
awareness, consideration sets, and brand preferences. 

*Expectation 3: Intergenerational influences exist within a 
tumultuous, differentiated marketplace; various forces affect 
levels of IG impact. These include differences in product sus- 
ceptibility to the formation of IG influences and marketplace 
forces operating to either sustain or disrupt IG impacts in 
young adulthood. Here, we examined whether observed IG 
levels were affected by several measurable marketplace 
factors. 

*Expectation 4: Not all brands within a product category are 
equally likely to benefit from IG influences; certain brands 
may receive notably high levels of loyalty and support. Our 
analysis sought to isolate such differences in IG effects for 
individual brands. 


In Study 1, we conducted parallel surveys of 102 moth- 
ers and 102 daughters, each mother-daughter pair constitut- 
ing a dyad for analysis. Our decision to focus on mothers 
and daughters was based on research indicating that adoles- 
cents and mothers influence one another's purchases more 
than adolescents and fathers do, that maternal influence is 
particularly strong for household products, and that women 
tend to exhibit stronger brand involvements than men (Fox- 
man, Tansuhaj, and Ekstrom 1989; Guest 1964; Olsen 
1995). We recruited the daughters from an introductory mar- 
keting course at a large Southeastern public university, with 
the proviso that they must currently live off campus and 
shop for groceries. We developed two similar question- 
naires, one for each member of the dyad. Each participant 
was asked to indicate whether she used each of 24 product 
categories (listed in Table 1) and then to list the brand she 
most preferred (by free recall), as well as additional brands 
she "seriously considers" when purchasing.! We then asked 
participants to report independently on their partner's (i.e., 
mother or daughter) product usage and brand preference in 
each product category. Students completed their question- 


lin a preliminary study, 76 parent-young adult pairs provided 
separate brand preference listings for 120 packaged goods cate- 
gories (including foods, personal care, and cleaning products) 
listed in the DDB/Needham Worldwide Lifestyle survey. Examina- 
tion of parent-child agreement showed considerable variation 
across product categories, and results generally appeared to be 
robust, which increased confidence that IG effects would exist 
within this domain. Because of the multiple levels of detailed 
analysis desired for the present study, we reduced the list to 24 cat- 
egories. This product selection process was judgmental but pro- 
vided representation from a range of dyad-matching scores from 
the preliminary study—high, moderate, and low—to allow explo- 
ration of other factors (e.g., dominant brand, number of brands, 
product usage) that might mask valid IG effects at the brand level. 
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naires and provided their mothers' names and addresses for 
the mailing of a parallel survey and cover letter that 
explained the project. Both daughters and mothers were 
alerted to the requirement that they were not to communi- 


cate about survey responses until all forms were returned, 
and all participants agreed. All 102 parent questionnaires 
were returned within three weeks of mailing, which indi- 
cated a high degree of parental interest and involvement. 





TABLE 1 
Study 1: IG Effects for Selected Brands 
High-IG Impact 
Product Category and Exact Key Brands: High Score Brands with Low or No Impact 
Brand Preference Matchs and Significantb Potentiaic (Illustrative Brands)d 
Soup 7696 Campbell's 8496 Progresso 4096 (All others) 
Catsup 65 Heinz 80 Hunts*15, Del Monte 0 
Facial tissue 55 Kleenex 67, Pufs 48 (All others) 
Peanut butter 53 Peter Pan 67, Jif 59, Skippy 48 (All others) 
Mayonnaise 51 Miracle Whip 59, Kraft 51, (All others) 
Hellman's 50 
Pasta 47 Mueller 63, Ronzoni 56 Creamette 43 (All others) 
Spaghetti sauce Newman's Own 86, (All others) 
Ragu 56, Prego 39 
Toothpaste 43 Crest 60, Colgate 42 Arm & Hammer 29 
Tuna 41 Bumble Bee 50, Starkist 48 Chicken of the Sea" 19 
Jams/jellies 39 Smucker's 39 Welch's* 14 
Laundry detergent 36 Tide 55 All 40, Fab 33, Gain 33 Wisk 14 
Tea 34 Lipton 44 Tetley 13, Bigelow 0 
Dish detergent 34 Dawn 60, Sunlight 38, Ivory 35 Palmolive 30 Dove 13, Cascade 0 
Pain relievers 34 Tylenol 47, Advil 38 Bayer 27 Bufferin 0, Motrin 0 
Soap 30 Dial 57, Lever 2000 40 Ivory 33, Dove 32, Zest 0, Camay 0 
Irish Spring 33 
Salad dressing 30 Kraft 49 Hidden Valley 24 Seven Seas 14 
Paper towel 25 Bounty 47 Scott* 8, Brawny 0 
Frozen juice 23 Minute Maid 36 Tropicana 14 
Lotion 22 Lubriderm 38 Jergen's 29 Vaseline* 23 
Baked beans 22 B&M 29, Bush 24, 
Campbell's 26 
Coffee Folgers 29, 
Maxwell House 24 

Candy bars 18 Snickers 38 Hershey* 11 
Household cleaners 13 Fantastik 34 Soft Scrub 29 Lysol* 10, Pine Sol* 10, 

Formula 409* 10 
Canned vegetables 11 Green Giant 38 Del Monte* 30 


LL e er ee 

aThe measure used for Table 1 is exact brand preference match (see Figure 1, Expectation 1, where overall average equals 36%). Here, each 
category average is provided, and some brands’ scores are detailed. For example, the top row should be read as follows: "in the soup cate- 
gory overall, 76% of the mother-daughter pairs reported the same brand preference. The Campbell's brand showed an especially high-IG 
impact, with 84% brand preference matches between mothers and daughters. also showed promise of IG potential, with 40% pref- 
erence matches coming from the same families. No other brand showed sufficient evidence of IG influences to be noted here." 

bBrands in this column show both a high score (relative to their category) on mother-daughter shared brand preference and that this score is 
statistically above chance levels (z-statistic). Thus, their IG brand equity is real and strong. Bold italics are used for emphasis. 

cBrands In this column show some evidence of IG brand equity but did not attain both levels for the columns at the left. Either the score was 
high but sample size was too small for confidence, or the result, though significant, reflects a more moderate IG effect. 

dThis column lists only some Illustrative brand names that did not perform well on these tests for IG brand equity. Those designated by an aster- 
isk were tested and found to be nonsignificant. The other brands in this column had samples too small to be tested: Their Inclusion is based 
on either no or very low levels of mother-daughter matches. 


20 / Journal of Marketing, April 2002 


Assessing the Scope and Extent of IG Influence: 
A Dyadic Analysis Method 


There is no single perfect measure of IG influences, so it is 
worthwhile to briefly consider measurement options. Some 
key IG studies (e.g., Childers and Rao 1992; Heckler, 
Childers, and Arunachalam 1989; Woodson, Childers, and 
Winn 1976) have relied on a one-person, single-item mea- 
sure from the younger family member only. (For a given 
product, “Indicate whether you bought/buy the same brand 
your parents bought/own,” with the following response 
alternatives: [1] “same brand as parent(s],” [2] “different 
brand from parent[s],” [3] “don’t know,” or [4] “I don’t buy/ 
own this product.”) This approach provides an efficient 
report of perceived parent/child ownership but also requires 
that the young adult be sufficiently knowledgeable to 
answer on behalf of his or her parents. This may risk inad- 
vertent memory or estimation errors in the response process, 
similar to long-standing difficulties that have been studied in 
family decision-making research (e.g., Corfman 1991; 
Davis 1971; Dellaert, Prodigalidad, and Louviere 1998; Fer- 
ber 1955). Moreover, studies using this measurement 
approach have generally reported clear findings of IG influ- 
ence. As an alternative, other key IG studies have measured 
both sides of the parent-child dyad and then compared 
responses to assess similarity (e.g., Arndt 1971, 1972; 
Moore and Lutz 1988; Obermiller and Spangenburg 2000). 
In these studies, IG results have often been mixed—signifi- 
cant for some variables but not for others (for further con- 
sideration of this issue, see Viswanathan, Childers, and 
Moore 2000). 

The present study employed several separate measures 
from the mother and daughter in each family to provide a 
basis for conservative tests of IG presence and to allow for 
the exploration of several levels of IG impacts. This creates 
the basis for a dyad-specific analytical method, based on an 
exact match or agreement in the answers provided by a 
mother and her daughter. When no agreement occurs, we 
infer that any IG effect that may have existed has not per- 
sisted into early adulthood for this daughter in this product 
class. If a mother-daughter match occurs, this family dyad 
then becomes a candidate for an IG effect, but matches due 
to chance levels also need to be considered and statistically 
removed before such a conclusion is drawn. To enhance 
interpretation, we took measures across several potential 
levels of IG influence (i.e., product use, daughter's aware- 
ness of her mother's favored brands, brands personally con- 
sidered for purchase, and single most preferred brand) for 
each of the 24 product categories. 

The analysis plan was based on a multistage investiga- 
tion across the four levels just noted. Within each level, we 


2This approach could understate some legitimate IG effects if 
the mother has shifted her preferences recently and the daughter is 
truly reporting the IG-generated preferences from her family back- 
ground. Also, given this cross-sectional survey, it is possible that 
the direction of the IG influence flow could be reversed, reflecting 
cases in which the daughter has influenced the mother to shift to a 
newly favored product or brand offering (because this effect would 
still be of interest, counting these matches at preliminary stages 
does not appear to be a serious limitation of the method). 


calculated separate scores for each of the 24 product cate- 
gories. The score reflects the extent to which mothers and 
daughters within the same family provide identical 
responses. We then made a determination, "Is this actual 
matching score high enough to conclude that IG effects are 
present for this product class?” We accomplished this 
through a two-stage process: (1) calculation of the expected 
number of participants who would have a matched brand 
preference if the mothers and daughters in the sample were 
paired randomly (i.e., no family influence is present) and (2) 
comparison, through the Z-statistic test, of the actual num- 
ber of mothers and daughters who match, versus the random 
expected number if no underlying relationship were operat- 
ing (Kanji 1993).3 Thus, we infer that an IG effect is oper- 
ating only when statistical tests indicate that this is likely to 
be the case. The final feature of the analysis plan was then 
to examine IG effects for individual brands in each of the 24 
product categories. This has not previously been done in the 
IG literature, and it enabled us to inquire whether some 
brands benefit from IG effects whereas others do not or 
whether all brands benefit equally. We discuss the findings 
in terms of the four expectations noted previously and por- 
tray them in Figure 1 and Table 1. 


Findings for Expectation 1: IG Impact on Use or 
Nonuse of a Product Category 


An obvious prerequisite to a shared brand preference is that 
both mother and daughter use the product. Therefore, we 
began with the question, “Does usage/nonusage of a product 
category run in families?" Because many of the 24 products 
in this study are commonly used by virtually all U.S. con- 
sumers (e.g., toothpaste, soap), these were not appropriate 
for this particular analysis. However, as shown in the first 
section of Figure 1, in nine of the categories, nonusers 
accounted for at least 1596 of the sample, providing at least 
30 nonusers. Therefore, to test for an IG nonuse effect in 
these nine categories, we examined each nonuser of a prod- 
uct to assess whether her mother or daughter likewise did 
not use the product. We then tested this result against the 


3To illustrate the testing method, we assume a simple market in 
which there are three brands, 100 daughters, and 100 mothers and 
that everyone prefers one of the three brands. We further assume 
that the preferences of daughters are arrayed 60, 20, and 20 for 
Brands 1, 2, and 3, whereas mothers' preferences are 30, 40, and 
30. Thus, pdl = .6, pd2 = .2, pd3 = .2, pmi = .3, pm2 = .4, and 
pm3 = A. If mothers and daughters were paired randomly, the 
number of participants expected to be involved in matched prefer- 
ences is given by the joint probabilities for each brand preference 
summed across all brands and applied to the entire sample: That is, 
E = [(pdl x pml) + (pd2 x pm2) + (pd3 x pm3)] n = [C6 x .3) + 
(.2 x .4) + (.2 x .3)] 200 = (.18 + .08 + 06) 200 = (.32)200 = 64 par- 
ticipants in matching dyads (32 daughters and 32 mothers). Now, 
we count actual matches in the family pairings and observe that 96 
participants (48 daughters and 48 mothers) are participating in 
preference matches, so A = 96 participants. We now test for signif- 
1cance of this difference using the Z test (Kanji 1993, p. 24). Z = 
(A/n — E/nY ([E/n x (1 — E/n)]/n] 2, Z = (96/200 — 64/200Y/ ([(64/ 
200) x (1 — 64/200)]/200] 12, Z = 4 85, p < .0001. 
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FIGURE 1 
Summary of Results: Expectations 1, 2, and 3 





Expectation 1: IG Influences Help Determine Use or Nonuse of a Product 


Issue: Do mothers and daughters agree on nonusage at a rate more than expected by chance? 


Requirements: At least 30 nonusers in a product category (nine categories qualified). 


Summary Results. Significant IG impact on nonuse of six categories, IG not significant in three others. 


(Percentage of nonusers 
in same family) 


Baked beans (46%)* 


Frozen juice (78%)**** 
Canned vegetables (49%)**** 


Tea (42926)** Coffee (n.s.) 
Jams/jellies (2996)* Candy (n.s.) 
Tuna (22%)*** Peanut butter (n.s.) 


Expectation 2: IG Impacts Can Be Measured at Different Stages of the Consumer Decision Process 


Issue: Are daughters’ reported awareness, choice set, and preference supportive of IG influence at work? 


Requirements. Responses from mothers and daughters on these measures. All 24 products qualify. 


Summary Results: 
Daughter In Daughter’s 
Aware? Choice Set? 
Findings (Means) 69% 60% 
17 of 24 14.5 of 24 
correct match 


Exact Brand Percent Gain Of 
Preference Match ` Significant? (Median) Possible 
3696 Yes**** 63% 18% 
(23 of 24 
categories) 


Expectation 3: A Variety of Forces Affects Levels of IG Impact 


Issue: is the mother/daughter brand preference agreement score affected by four particular characteristics? 


Requirements: Product categories are differentiated on these characteristics, and then IG preference scores are compared. 


Summary Hesults: 


A. Categories with a dominant brand produce higher levels of brand preference matches. 


Mean (dominant) = 6596 


Mean (no single dominant) = 3296 


t= 5.27, p < .0001 


B. Categories with a large number of competing brands produce lower levels of brand preference matches. 


Mean (210 brands) = 2996 


Mean («10 brands) = 5796 


t= 1.74, p< .05 


C. Categories with generation usage differences produce lower levels of brand preference matches. 


Mean (difference) = 3296 


Mean (same) = 3796 


t«1,n.s. 


D. Categories with a significant number of nonusers produce lower levels of brand preference matches. 


Mean (some nonusers) = 2996 


level of chance alone (were the mothers and daughters 
unrelated). 

As shown in Figure 1, evidence of IG influence appeared 
for six of the nine product categories. Results ranged widely. 
The strongest results occurred for frozen juice. Though not 
shown in this summary figure, 62% of the sample did not 
use this product form, but as shown, nonuse does run in fam- 
ilies. Of the dyads in which a nonuser appeared, 78% had 
both mother and daughter as nonusers (i.e., stated another 
way, in only 2296 of the cases of frozen juice nonusage did 
mothers and daughters behave differently from each other). 
This level of family correspondence is far above that 
expected by chance, indicating a statistically significant IG 
impact on nonuse. A similarly strong result emerged for 
canned vegetables, which showed 49% family agreement on 
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Mean (high usage) = 4096 


t= 1.74, p < .05 


nonuse. Family background was also significant for daugh- 
ters who do not use baked beans, tea, jams/jellies, and tuna.4 

As indicated at the right-hand side of Figure 1, tests for 
coffee, candy bars, and peanut butter showed no significant 
differences from chance: Daughters who do not consume 
these products have apparently made this choice for reasons 
other than IG learning (e.g., health, fitness). Overall, Expec- 
tation 1 was supported: IG influences help determine the 
purchase or nonpurchase of some, but not all, products. 


4Although they are not shown in the figure, we conducted paral- 
lel analyses for family agreement on users of these products: In 
every case, the agreement scores are higher than those shown, 
except for frozen juice, which still registered a robust 64% 


agreement. 


Managerially, moreover, the finding that this effect is 
product-specific indicates that customized category research 
is needed for marketing decision making. 


Findings for Expectation 2: IG Influences and the 
Hierarchy of Effects 


One logical model of IG effects suggests that we can expect 
to find that a daughter's awareness of her mother's prefer- 
ences is a logical precursor to further consideration of them 
for personal purchasing, a shared brand preference over time 
being the key indicator of IG influence in the marketplace. 
The middle section of Figure 1 presents overall results, 
averaged across all 24 products. Notice that these cascade 
from higher to lower levels, as is expected with hierarchical 
models. 

With respect to awareness, mothers were asked to recall 
up to three brands that they consider when making pur- 
chases in each product category. Many provided only a sin- 
gle brand, others listed two, and some listed three brands. 
Meanwhile, daughters who purchase the product themselves 
were asked to recall a brand their mothers prefer in each of 
the 24 categories. The awareness score here shows that the 
brand named by a daughter appeared somewhere in her 
mother’s consideration set 69% of the time, averaged across 
all 24 product categories. Although not perfect, this corre- 
sponds to approximately 17 correct predictions per daugh- 
ter, indicating substantial awareness of mothers’ prefer- 
ences. Extreme results were registered for soup, tea, and 
peanut butter (all above 83%). Inspection of other results 
suggested that daughters are generally less likely to be 
aware of household maintenance products, such as dish 
detergent, paper towels, and household cleaners (all approx- 
imately 50%). It is not clear why this is the case: Some 
daughters may not have used these products while at home, 
some mothers may have shifted preferences recently, and/or 
daughters may simply have lower involvement levels with 
these products. Overall, however, in every product class, a 
substantial segment of daughters was aware of their moth- 
ers’ brand preference. 

Our next measure shifts focus to the brands the daughter 
currently considers for purchase. For choice set analysis, we 
asked whether the brand the mother most prefers is also 
among those her daughter considers when purchasing. As 
shown in Figure 1, across all products, this occurred approx- 
imately 60% of the time, or for 14.5 of the 24 product cate- 
gories on average. The extreme categories and pattern of 
scores were similar to the awareness findings but had a lower 
level of agreement in almost all (21) product categories. 
Comparing these results in Figure 1 indicates that, on aver- 
age, 9% of the daughters (i.e., 69% — 60%), though knowing 
their mother’s preference in a given category, have chosen 
not to consider that brand for their own use. The extent of 
decline varied considerably, and some personal care prod- 
ucts (lotion, soap) and foods (tea, coffee, pasta) were espe- 
cially susceptible (with drops of approximately 20%). 

Given these precursors, the key measure for our assess- 
ment of IG impacts on brand equity is, “In how many fami- 
lies do the mother and daughter report an identical brand 
preference?” We should note that exact brand preference 
match is a conservative measure, in that it includes all dyads 


in which one member uses the product and it requires an 
exact match on the most preferred brand (i.e., here, a non- 
matching dyad would have either different brand prefer- 
ences or one person not using the product, in either case 
indicating a lack of IG impact). As noted in Figure 1, IG 
agreement over all families and products averaged 36%—far 
above chance—and was statistically significant in 23 of the 
24 product categories. Only for canned vegetables does the 
IG brand preference effect not reach statistical significance, 
but recall that here we had already observed an IG effect on 
product usage. Thus, we have discovered some form of sig- 
nificant IG impact on all 24 products in this study. 

Given that IG effects have been uncovered, just how strong 
are they? The rightmost columns in Figure 1 present evidence 
on this question, in terms of gains obtained when actual scores 
are compared with the baseline chance expected level if no IG 
influences were operating. Readers will recognize that it is dif- 
ficult to choose a single statistic that best reflects all situations: 
We therefore include two indicators in Figure 1. The “Percent 
Gain" column reports the gain (actual match score minus 
expected score) as a percentage of the expected baseline level 
if mothers and daughters had been randomly paired. This sta- 
tistic indicates a clear impact of IG influences, with a median 
improvement of 63% over chance levels. Specifically, soap, 
baked beans, frozen juice, coffee, lotion, dish detergent, house- 
hold cleaners, and laundry detergent all registered actual IG 
scores that more than doubled chance matching levels. How- 
ever, because these percent gains are due in part to low 
expected levels in some categories, we also include a second 
measure to provide a fuller picture of IG impacts. The “Of Pos- 
sible" column reports the statistic recommended as best by 
Green and Tull (1966, p. 305). Here, the absolute improvement 
(actual score minus chance score) is divided by the amount of 
variation left to be explained beyond the baseline expected 
level: This accounts for the difficulty in improving scores when 
baseline levels are already high. For example, soup's actual 
score (which appears in the left-hand column of Table 1 as 
76%) was very high because of Campbell's brand dominance 
in this category. However, this also raised the expected score 
by chance, so that the soup category did not register an impres- 
sive IG gain as a percentage over baseline chance (it was 1096, 
significant but not large). With the second measure of gain, 
however, the soup category IG gain score rises to a respectable 
23%, which is above the average for all products. According to 
this measure, the strongest IG effects on brand preference are 
found for peanut butter, mayonnaise, pasta, and spaghetti 
sauce, and across all categories, the mean improvement attrib- 
uted to IG influences is 1896 of the variation available. 

Overall, Expectation 2 was supported. An adapted hier- 
archy of effects was useful in examining different levels of 
IG influences, indicating that an underlying system is oper- 
ating, in accord with expectations. Furthermore, results on 
the key measure of IG influence showed significant effects 
on actual brand preferences for 23 of 24 product categories. 


Findings for Expectation 3: Multiple Marketplace 
Forces Can Affect Levels of IG Scores 


As noted previously, the analysis of IG effects can become 
complex. For example, we needed to compare the mother— 
daughter match scores in this study with highly varying 
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chance expectation levels to infer whether IG was operating. 
This reflects the fact that IG influences are but one of many 
forces operating in the marketplace and are likely to be 
affected by other factors (e.g., competitive efforts, innova- 
tions, peers). Thus, a variety of forces may be at work to 
either raise or lower levels of IG influences for a particular 
product. Therefore, as a planned feature of the analysis, we 
examined four marketplace characteristics anticipated to 
influence the mother-daughter agreement scores in our data. 
Each characteristic applied to some of the 24 categories but 
not to others. 

The level of brand preference agreement between moth- 
ers and their daughters should be related to the distribution 
of consumer brand preferences in the market, and when 
these are heavily concentrated on a single brand, both actual 
and expected match scores should increase. In three of our 
categories, a single dominant brand emerged, defined as at 
least three of five consumers naming it as most preferred. 
As shown in the third section of Figure 1 (see Test A), cat- 
egories having a single dominant brand (Campbell’s Soup, 
Heinz Ketchup, and Kleenex Tissue) produced much higher 
mother-daughter agreement than did categories with more 
equal competition (65% versus 32%, p < .0001). 

Test B shifts attention to another feature of the competi- 
tive environment, the number of brands in a product cate- 
gory (operationalized here by the number of unique brands 
mentioned by respondents). In addition to its substantive 
marketing implications, this characteristic has statistical 
impacts in a study such as this: That is, the higher the num- 
ber of brands, the lower is the level of mother-daughter 
brand preference matches to be expected by chance alone, 
and likely the lower are the scores for IG impacts as well. 
Our two analyses here support this supposition. As shown in 
Figure 1, mother-daughter matching scores for product cat- 
egories with a higher number of competing brands—at least 
10—were significantly lower than those for categories with 
fewer brands (2996 versus 5796, p < .0001). Visually, more- 
over, we observe how striking this effect can be by examin- 
ing category rankings (in the left-hand column of Table 1). 
The top third of categories (soup to toothpaste) averaged 12 
different brands, the middle third (tuna to salad dressing) 
averaged 18 brands, and the bottom third (paper towels to 
canned vegetables) revealed an average of 26 brands per cat- 
egory. Therefore, market fragmentation is also a characteris- 
tic to be considered in interpreting IG scores. 

Though related by family ties, mothers and daughters 
also belong to unique age cohorts, which are subject to some 
different lifestyle influences. Therefore, our third test (Test 
C) examined the question, "What is the impact, if any, of 
generational usage differences whereby mothers in general 
may be more likely to drink tea or coffee, or daughters more 
likely to use prepared spaghetti sauces?" In seven cate- 
gories, the usage rate for the group of mothers differed sta- 
tistically from the usage rate for the group of daughters, 
which led to the hypothesis that dyad matching scores 
would be suppressed here (because of the greater prevalence 
of nonusers in one age group, which would thus preclude a 
brand preference match for those families). However, 
although our overall results produced mean scores in the 
predicted direction, these did not reach significance (3296 
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versus 37%, not significant). However, we should note that 
generational differences could still affect results in a specific 
category. 

Finally, Test D in Figure 1 directly tested the nonusage 
hypothesis. Here, we examined the nine product categories 
in which significant levels of consumer nonuse occurred 
(Expectation 1) and then tested whether IG brand preference 
agreement might be suppressed, again because nonuse by 
one family member would rule out a preference match for 
that family dyad. Statistical tests indicated that this was 
indeed the case: Product categories with more nonusers had 
lower agreement scores than categories in which virtually 
everyone is a consumer (2996 versus 4096, p S .05). 

Overall, Expectation 3 was supported. The level of 
mother-daughter agreement—our primary indicator of IG 
influence—is affected by several marketplace characteris- 
tics. It is important to take these forces into account not only 
in statistical tests for IG impacts, which we did through the 
calculation and use of chance expectation scores, but also in 
managerial interpretations of research findings. 


Findings for Expectation 4: Some Brands Are 
Differentially Strong on IG Impacts 


Given our observation of IG results at the product class 
level, our interest now turns to specific brands. As we show, 
IG impacts are particularly interesting at this level of analy- 
sis. Here, we ask, “ Do all brands benefit equally from IG 
brand equity, or are there meaningful differences among 
competitors? and "Does this picture vary across product cat- 
egories?” Table 1 presents findings on these issues. 


Brands with high-IG brand equity. Relative to our 
research questions, a visual analysis of Table 1 shows that 
all brands do not benefit equally from IG impacts, and real 
differences exist across product categories. Using the cate- 
gory average as a basis for comparison, we find several 
brands with high-IG brand equity. The highest scores were 
registered by Newman's Own Spaghetti Sauce (with 8696 of 
its support coming from mothers and daughters from the 
same families), Campbell's Soup (8496), Heinz Ketchup 
(80%), Peter Pan peanut butter and Kleenex tissues (both at 
67%), Mueller pasta (63%), and Dawn detergent and Crest 
toothpaste (both at 60%). As shown, several other brands 
also draw substantial support from IG households. In all 
these cases, the results were statistically significant when 
compared with the level of agreement expected if no house- 
hold influences were operating. (We should note that all 
brands listed are major market share entries; because our 
analytic method requires threshold sample sizes, we could 
not test some regional, ethnic, or specialty brands with small 
shares in this study, though it is likely that some also bene- 
fit from high-IG equity. Marketers conducting research 
in a given category should be able to examine this as 
appropriate.) 

The IG brand silo effect. In examining the pattern of 
high-IG results, we note that in only 2 of the 24 categories 
did no brand emerge as strongly benefiting from an IG influ- 
ence. However, we also find that most IG matches occur for 
only a few brands in a category and that brand differences 
on IG scores are the rule, not the exception. In about half the 


categories, only a single brand (e.g., Campbell’s, Heinz, 
Tide, Snickers, Fantastik) strongly benefits from IG support 
compared with the category overall. Beyond this, 11 cate- 
gories show multiple brands with high-IG scores; we con- 
sider these markets as having “IG brand silos,” in which 
large numbers of loyal households continue to prefer a par- 
ticular brand across generations, but in isolation from one 
another. Seven of these categories revealed that 2 major 
brands draw significant levels of IG support. For example, 
we find Crest households and Colgate households for tooth- 
paste, Kleenex households and Puffs households for tissues, 
Tylenol households and Advil households for pain relievers, 
Bumble Bee households and Starkist households for tuna, 
and, at the bottom of the column, Folger’s households and 
Maxwell House households for coffee. In 4 other categories, 
3 brands draw significant portions of their support from IG 
households. In peanut butter, for example, there are Peter 
Pan, Jif, and Skippy brand silos; these effects are so strong 
that no other brand received even a single match from any 
household. Meanwhile, strong brand silos also appear for 
Newman’s Own, Ragu, and Prego spaghetti sauces; for 
Dawn, Sunlight, and Ivory dish detergents; and for Miracle 
Whip, Kraft mayonnaise, and Hellman’s mayonnaise (here, 
we note Kraft’s successful segmenting of the market in 
establishing the first two brands as distinct IG powers). As a 
final observation, in no category did the number of silo 
brands exceed three, even though most categories had more 
than 12 brands competing (up to 48 brands were listed by 
participants for the lotion category). These brand results are 
obviously illustrative, arising only from our present sample, 
and should not be generalized beyond it because of limita- 
tions as to size, convenience, and regional setting. However, 
our interest here is in exploring IG impacts at the brand 
level. In this regard, these findings are important and merit 
future study. 


Brands with IG potential. The third column of Table 1 
lists additional brands that showed reasonable evidence of 
benefiting from IG brand equity but for various reasons did 
not qualify for inclusion in the high-IG listing. The most 
typical issue here was sample size—the scores are reason- 
ably high (and in most cases statistically significant), but the 
number of consumers noting these brands is just not enough 
to receive confident mention. In a managerial context, these 
would be candidates for diagnostic evaluation. Relative to 
our interest in IG influences and brand equity, however, 
these brands offer additional evidence of the presence of IG 
in the marketplace. 


Brands with low or no evidence of IG impacts. The 
emergence of so many well-known and successful brands in 
the high-IG list might lead us to suspect that IG is a general 
source of brand equity across the marketplace. However, 
this is decidedly not what emerged from this study. The 
right-hand column of Table 1 identifies two types of low-IG 
performance. First, designated by an asterisk, are well- 
known brands with sufficient sample size to be tested and 
whose IG results proved not to differ from chance. That is, 
members of both generations buy these brands, but there is 
no family factor involved—purchasers come from different 
households. Among these brands are Hunt’s catsup; Chicken 


of the Sea tuna; Welch’s jelly; and Lysol, Pine Sol, and For- 
mula 409 cleaners. For these brands, we are reasonably con- 
fident that IG is not operating, at least within the current 
study. 

Second, for many other cases, sample size is a con- 
straint, and it is difficult to draw confident conclusions about 
the presence or absence of IG impacts. However, one com- 
mon result was a failure on the part of many brands to reg- 
ister any household matches at all. We have listed some of 
these in the right-hand column as well, but given sample 
size, this listing must properly be viewed as only illustrative. 
Nonetheless, we note some of the major brand names that 
drew zero IG support in our sample, including Del Monte 
catsup, Bufferin and Motrin pain relievers, Cascade dish- 
washing detergent, Zest soap, and Brawny paper towels. 
These findings of low or no brand impacts add a useful 
insight to our understanding of IG effects in the market- 
place—they are selective. 

Overall, the results of Study 1 highlight the many levels 
at which IG effects are manifested, the measurement chal- 
lenges that emerge, and the importance of considerations 
involving the characteristics of particular segments, cate- 
gories, and brands. At a pragmatic level, IG brand equity is 
a valuable asset. Further understanding of its sources, 
nature, and operation is warranted. We delve more deeply 
into this topic in Study 2. 


Study 2: Exploring the Nature of IG 
Influences 


Study 1’s findings show that IG relationships are at work at 
various levels in the marketplace and offer contributions to 
brand equity in a selective manner. However, the survey 
method is limited in providing an explanation of how IG 
influences work. Therefore, we paired the survey method 
with an interpretive research method that provided a forum 
for daughters to express their views on the role of IG influ- 
ences in their daily lives. 


Research Design and Sample 


Twenty-five young adult women participated in a phased set 
of depth interviews. These interviews were conducted over 
the course of several days, first at home, then in the store, 
and then at home as part of a pantry audit. Notably, this 
interview structure enabled us to directly examine brand 
purchases as well as preferences. Informants were students 
at a major Midwestern state university, lived in off-campus 
housing, and shopped for groceries on a regular basis. Some 
informants had been independent shoppers for as little as 
two months and others for as long as two and a half years, 
thus providing some range of experience. Informants were 
purposively selected (Lincoln and Guba 1985), and each 
was interviewed for 3—4 hours. Our approach was discovery 
oriented in nature and based on a topical life history 
approach (Denzin 1989). The first interview gathered infor- 
mation about shopping histories, personal shopping styles, 
brand preferences, and family histories. Then, on a different 
day (typically within one week), a research team member 
accompanied the informant on a grocery shopping trip, dur- 
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ing which informants were encouraged to “think out loud.” 
Here, we observed purchases as they were made, followed 
up with discussions of the informant’s choice considerations 
(including IG impacts), and gained information on in-store 
factors in purchase decisions. Immediately following the 
shopping trip, the third interview involved the researcher 
and informant returning home, putting groceries away, and 
continuing the discussion. Also, kitchen cabinets were 
opened and informants were encouraged to “tell the story” 
behind the brands there, as well as those just purchased. 
Life-history information, . especially related to mother— 
daughter relationships, was gathered during this closing 
session. 


Analysis 


We audio recorded and then transcribed all interviews. The 
verbatim transcripts served as the primary data from which 
conceptual categories and relationships were identified. An 
extensive and structured process was used to identify and 
preserve essential insights following the discovery-oriented 
aims and procedures of grounded theory (Glaser and Strauss 
1967; Strauss and Corbin 1998). The first two authors read 
and independently coded each interview. Emergent cate- 
gories were compared and discussed in detail for the first six 
interviews. These initial categories served as a structural 
basis for coding the remaining interviews, and we incorpo- 
rated enrichments as necessitated by the data. We indepen- 
dently coded all remaining interviews and then compared 
them on a line-by-line basis. Discrepancies were few, and 
we resolved them through discussion. We then sorted, com- 
piled, and assessed data relevant to each emerging category 
for conceptual fit. 


Results 


The interviews provided a rich set of findings into the nature 
of IG influences, how they came to develop in our infor- 
mants’ lives, and how they operate today. Some have been 
noted in the IG literature, and others have not previously 
been identified. We have organized these into an extensive 
framework, as shown in Figure 2, composed of three major 
sectors. The “Marketplace Manifestations” sector reports 
the variety of ways IG influences are at work in consumers’ 
lives, the “Factors in Formation” sector provides observa- 
tions into how IG influences develop, and the “Endurance in 
Adulthood” sector delves into forces that affect IG influ- 
ences after the child leaves the family home. 


Insights on Marketplace Manifestations of IG 
Influences 


Three aspects of IG stressed in the survey analysis were also 
evident here. Matches in mother-daughter brand prefer- 
ences, interest in multiple brands (choice sets), and IG influ- 
ence on product usage were all commonly reported. Beyond 
this, however, the interviews provided many additional 
insights. 

Aspects of repetitive purchase. One key aspect of IG 
influences is that it leads to a daughter’s repeated purchases 
of a favored brand. In probing the motivations underlying 
these purchases, a mixed picture emerged. At one level, IG 
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purchases had been internalized as simply brand favorites: 
The purchase was explained as based on knowing that the 
brand offered good functional performance. In addition, 
strong elements of familiarity and inertia were often present 
in descriptions of IG repetitive purchasing: 
It’s because that’s what we’ve always had at home. It’s a 
“something I grew up on” type of thing. And for some rea- 
son the only type of ketchup— only like Heinz ketchup. I 
think it’s just another thing, ever since I was a little kid— 
that’s what we’ve always had. (13a6)5 


Just habit probably—I don’t know. It was what [ knew, so 
I'd get it. (12a7) 

The things that I like, that we ate at home. I like those, so 
I'm going to buy them also. If I ate them at home, why am 
I going to stop eating them? So I just buy them at the store 
myself now. (2a11) 


In contrast to a focus on the brand and its features, these 
reports reflect IG repetitive brand purchases as a decision 
rule that offers efficiency. Notice, however, that the brevity 
of these explanations provides little insight into any other 
elements of the decision calculus that might be operating. 
For example, one supporting dimension of IG inertia could 
be low consumer involvement—with little time, effort, or 
thought given to the decision: 


I got Ragu to go with the pasta.... I’m used to that. You 
know, I don't really think of this... I don't really think 
about what I’m going to buy or why I'm buying it... I just 
get what I need. (21a6) 


Repetitive brand purchase might at times represent a 
simplifying consumer decision strategy of daughters relying 
on their mothers' expertise and experience. Here, favored 
brands are well justified in the daughter's mind because the 
mother has tested the alternatives and pronounced her 
winners: 


I buy Dawn just because—my mom always used Dawn ... 
cleaning products, detergents, Downy softener, and the 
Downy ball—even when I’m here on my own I use those 
products.... So when I do my own shopping, I pick those 
products too. (15212) 


In summary, some evidence supports Heckler, Childers, 
and Arunachalam's (1989) expectation that one benefit of IG 
influences is that they offer daughters a simple decision 
heuristic to use in dealing with a complex consumer mar- 
ketplace. As noted, however, various forces are reflected in 
this repetitive behavior. 


IG and emotional bonds with brands. In contrast to cases 
of a simple heuristic, IG influences sometimes create special 
emotional bonds between the daughter and a particular 
brand. As indicated in Figure 2, trust was evidenced in many 
brand selections and descriptions: The brand was appreci- 
ated for its long tradition of faithful service to the needs of 
first the family in years gone by and now the daughter today. 


5Informants are identified by a number (1—25), the interview (a — 
first interview conducted in home, b — second interview conducted 
in the store and completed in the informant's home), and page 
number in the interview transcript. 
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A Framework for Understanding IG Influences In the Marketplace 
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IG Development Across Time 
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This feeling often extended to overt nostalgia, as warm 
memories of home and family became interwoven with the 
brand's special image and properties. For example, some IG 
brands were identified as sources of pleasure through play. 
Conversely, other brands were appreciated as helpful in 
overcoming feelings of loneliness and trepidation that were 
experienced by the daughter in her new life. 


I have salad dressing, from Seven Seas—that's what my 
Grandma buys, and I always spend the summers with her 
in Michigan, so I like that kind of dressing. (24a5) 


I like Jell-O and pudding but ... I didn't do that much this 
year. My mom even said something about it. When we 
came here she said, “Oh Beth, you didn’t make Jell-O this 
summer.” 


I don’t buy generic stuff, I buy Jell-O brand, ’cause it 1s 
fun and I was brought up on it. (8a3) 


It’s like what I was saying about the Bisquik. This is going 
to sound stupid, but it’s kind of comforting to have it sit- 
ting in my cupboard. It makes the kitchen homey. (23b6) 


Finally, IG brand emotional ties also emerged that were 
symbolic of significant personal relationships (Olsen 1993). 
Some of these were overtly negative: Marketers should be 
aware that some IG brand influences can lead to brand 
avoidance if a brand has come to symbolize long-standing 
resentments or other negative emotions related to earlier 
family life. When positive, however, a brand can attain a 
particularly strong IG preference as a symbol of allegiance 
to loved members of the family. 


I like Brownberry bread ... because it has sentimental 
value for me. Which sounds really dumb but tt is true. 
Before my dad remarried, we would always eat healthy 
food, well relatively healthy. And I would eat my vegeta- 
bles and we would have Brownberry wheat bread. (1a5) 


Other IG insights about products and brands. The inter- 
views also illuminated other forms of IG brand influences 
and choice heuristics. For example, impacts are not limited 
to a single brand: Daughters may purchase IG favorites as a 
portfolio of brands. Furthermore, as the survey results show, 
various dimensions of IG influences act as competitive 
barriers/opportunities. For a few brands, such as Campbell's 
Soup, the IG barrier might extend to daughters' failure to 
have ever sampled any competitive entry, and in other 
cases, the belief in a brand's superiority appears to be so 
strong that trial purchases of competitors are extremely 
unlikely. 


We eat a lot of the same cereal, like she always tended to 
buy—sometimes she'll go off skew and buy something 
weird like honey crunch something... But usually it's 
Cheerios and Special K and Crispix and Rice Krispies, and 
those are the three or four that we always had, and ... I like 
those too. (7al 1) 


I always only buy Campbell's Soup. I've never had any- 
thing else. (1627) 


Oh, Tide [detergent]. That's the only kind that really 
works. (3a8) 


Beyond the number of brands considered in a category, 
the interviews also contained many examples of IG influ- 
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ences on the desired “brand tier.” This phenomenon extends 
across products and includes IG preferences for status 
brands, as well as strong positive and negative views about 
private labels and generics. Note that the presence of strong 
IG influences in all these cases eliminates a large number, 
even entire tiers, of competitive offerings from receiving any 
consideration for purchase. 


For some reason, I want it to be name brand stuff; that’s 
how my mom always was. And so if I was going to buy 
crackers or something it would actually be Ritz instead of 
the store brand. (9a3) 


She will only buy Campbell’s Soup or Kraft Macaroni & 
Cheese. Yeah, my mom would never be cheap and buy a 
generic brand because, well, she’s kind of a snob. Yes, I 
can admit it, I’m a snob. I get it from my mother—because 
I wouldn’t want her to buy a gross generic brand. If she 
brought that into my house, I think she’d seriously offend 
a lot of people.... It would be very uncharacteristic of my 
mom to get something that wasn’t a brand name. She just 
doesn't do that. Image is everything. (21a3) 


Intergenerational influences were also evident at a some- 
what broader level, but still with implications for brand 
management. First, a propensity toward new products 
appeared in some cases: This will tend to work against IG 
brand loyalty. Second, many instances of IG preferences for 
a particular product form arose, in which emphasis was on 
desired attributes rather than the brand itself. Notably, this 
IG phenomenon would not have been isolated in our survey 
results. Also emerging more sharply was the operation of IG 
influence as a limiting force against brands. Included here 
were daughters who had learned beliefs of no meaningful 
differences among competing brands in a category or daugh- 
ters who had learned mistaken perceptions (e.g., the terms 
for private labels and generics were at times confused). Also, 
consistent with Study 1, IG influences to avoid the use of 
certain products were observed: 


| like a particular type of noodle. 1 only buy rotini noodles. 
But ... I don’t care what brand. (1a8) 


When you have a peanut butter and jelly sandwich you 
can't have any other jelly but grape jelly, I don't know 
why—it has to be grape.... [Interviewer questions about a 
brand preference.] No, it doesn't matter what kind. Just 
grape... It’s very important that you have grape jelly. (9b5) 


I don't have any one specific [brand of ice cream]. I just 
remember that Í bought one thing of ice cream—and my 
mom always switches on that too actually, just because.... 
Well, no, I don't have one particular brand that I go with. I 
like certain flavors, so I’ll just try different brands. (14212) 


Not a big soup fan because ... I never really ate it 'cause I 
always felt it was a pain. Put it in a pan, heat it up, put it 
in a bowl, eat it. And it wasn't ever in my house. (10b10) 


Finally, as has been discussed in both the sociology and 
consumer literature, a reverse flow of IG influence was also 
evident (e.g., Glass, Bengston, and Dunham 1986; Moschis 
1988): 


I actually introduced my Mom to Downy balls. Because 
she always used to use Downy, but she hated—she didn't 
have time to wait for the rinse cycle—and I said mom, 
there's these great Downy balls that just pop open during 


the rinse cycle. And so now she uses Downy ... and our 
clothes smell a lot better. (7a12) 


Additional consumer dimensions of IG. The interviews 
were also helpful in identifying related forms of IG influ- 
ences beyond products and brands. Because they can direct 
a consumer's entire approach to the marketplace, these 
higher-order influences can also offer lessons that are useful 
for marketing strategy. Virtually every daughter reported 
elements of IG shopping style and preference, including 
having learned to enjoy (or not) shopping, how “price con- 
scious” to be, and so forth. In keeping with Hill’s (1970) 
analyses of three generations, some daughters had learned 
“good consumership” from their mothers. Also, many IG 
influences seemed to take the form of rules, or norms for 
behavior, which themselves differ across households. As the 
final quotation shows, violations of these family rules some- 
times provide colorful memories: 


She’s done that before and it’s just really comical. “God, I 
didn't really need to get all of this.” And, you're like “How 
could you accidentally buy almost $200 worth of gro- 
ceries, Mom?” She loves shopping. I love it too. I wish I 
had the money to go grocery shopping every day. (3a16) 


Okay, look at the bottom of this apple, the butts are nice 
and tight and closed—that means it’s good. (22b2) 


I’m a big nutrition back label reader; like, I always try to 
look for what has the least amount of calories, the highest 
amount of vitamins.... I think my Mom is pretty adamant 
about doing that, because she wants to make the healthiest 
choice—money doesn’t, it’s really not an issue in the pur- 
chase decision. (2486) 


My Mom was having gall bladder surgery when I was little, 
and she was in the hospital for about three or four days, so it 
was just our Dad taking care of us. He had to go grocery 
shopping, so he piled all three of us kids in the car and off we 
headed to the Jewel... Big mistake... | remember coming 
home and unloading our groceries, and we had all this junk 
food. We were in heaven! We had Hungry Man frozen din- 
ners and eight types of cookies and peanut butter—guy food, 
you know? And dip, you can’t forget the dip—it’s like my 
Dad was getting ready for a huge football marathon week- 
end or something... I always look back on that and remem- 
ber it fondly because when my Mom came home she was 
like, “Steven, what happened here?" ... I think he was just 
experiencing a moment of temporary insanity. That’s what 
made him buy all those Hungry Man's on an impulse. (2284) 


Daughters also reported IG influences on packages of 
entire assortments. Reflecting our emphasis on food prod- 
ucts, we learned of appropriate ingredients to create a par- 
ticular dish or entire meals. More broadly, there was clear 
evidence of IG influences on adoption of a healthy lifestyle 
for some informants: 


I tend to buy a lot of the same types of cooking products 
as my mom, like this extra virgin olive oil—my mom gets 
this kind ... or, like in the fridge—I have tofu, and she buys 
this same package. (24a5) 


I'll pack my lunch for school here, and I'll put the same 
things in it. So I put cut carrots and a sandwich and pretzels 
and like an apple, maybe.... I remember when we were lit- 
tle we always used to whine.... We got bored of our meals; 
it was carrots, apple, and a sandwich and pretzels. (7210) 


Well she always has a list and very rarely sways from the 
list.... We were never big junk food people.... We never had 
sugar cereals, never drank soda.... Most of the stuff that we 
asked for was pretzels and apple juice, and I don't know— 
just stuff that we really like. (17a2) 


Finally, a key aspect of IG influences is their potentially 
central role within a daughter's view of herself, reflected in 
IG ties to personal identity. The following quotations cap- 
ture three facets: remembered family rituals; ethnic heritage; 
and, in a final poignant report, a long-term eating disorder 
with clear IG roots. 


My Mom is the type who always takes a day off work each 
year right before Christmas to make Christmas cookies. 
When we were really little, we loved this day because our 
house would smell so good. She’d put all the warm cook- 
ies in the dining room to let them cool off, and then we'd 
all sit there with big glasses of milk and sample every- 
thing.... | remember my mom taking me grocery shopping 
the night before one of these Christmas cookie bake-off 
days, and she was telling me, "Emily, its always important 
to use the best ingredient”—like butter versus margarine 
and Nestlé Toll House chocolate chips, not generic ones. 
(22a11) 


I just can’t eat french fries and hot dogs, just don’t like the 
taste or something.... I like to make, well ... Puerto Ricans 
make a lot of rice, so I eat a lot of rice, a lot of beans, like 
we eat a lot of beans, and tomatoes and carrots and pota- 
toes ... [and] check out that lard—that’s what a lot of 
Puerto Ricans use to cook. (19b3,6) 


I have an eating disorder. It was much worse during high 
school, and I’ve had a chance to talk to counselors about it. 
I always have been really concerned with my weight, and 
I do not have a speedy metabolism. But I am very disci- 
plined, so I work out. I don’t want to sound like I’m blam- 
ing my mom, because I’m not. After all, I'm the one who 
makes the decision as to what I’m putting in my body. It’s 
just very difficult to grow up in a house where you get 
really small portions of this weird health food. My mom is 
very petite, she was Miss [major state name], if that gives 
you any indication as to what type of frame she has. I take 
after my Dad, and I know that I’m not fat. I’m just not built 
like her, and that is difficult. (24a3) 


Factors in the Formation of IG influences 


In the second section of the framework, attention turns to 
how IG influences develop. However, because our focus is on 
managerial implications of IG for brand equity, we simply 
highlight major findings on formative aspects of this social- 
ization process (for a more detailed analysis, see Moore, 
Wilkie, and Alder 2001). As shown in Figure 2, three sets of 
formative factors merit attention. First, household influ- 
encers include structural and lifestyle considerations, people, 
and roles. It became clear that the specific family form and 
lifestyle determined dominant interaction patterns and, ulti- 
mately, the IG preferences that were learned: This was par- 
ticularly striking in some blended families and families in 
transition. Across households, the mother emerged as chief 
influencing agent, through both her nurturing and supervi- 
sory activities. Depending on the household, fathers, grand- 
parents, and/or siblings also exerted significant influences. 
When multiple influencers were at work, a richer, sometimes 
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confused information environment emerged, in which adap- 
tations and compromises were necessary. Parental roles 
included both guidance and management of adaptive 
processes. Although families were generally consistent on 
these dimensions, we also observed aspects of IG formative 
processes that reflected each family’s unique character. 

Our second set of observations involves the substantive 
content of IG influences. This is a natural subset of what is 
learned as a child matures and is governed by children’s 
broader learning processes (e.g., John 1999; Moschis 1987; 
Ward, Wackman, and Wartella 1977). For example, partici- 
pation in the household’s shopping is central to IG forma- 
tion, as is observation of products and brands in the home 
(packaging also emerged as having a memorable impact in 
this regard), as well as direct communication about prefer- 
ences and practices. Some mothers also used public family 
lists, rules, and purchase limitations as control devices. The 
interviews also underscored the importance of efforts to sat- 
isfy a child’s personal tastes. For example, IG product and 
brand preferences seemed to emerge more strongly when 
children believed that their personal desires were being rep- 
resented in household purchase decisions. Reports of several 
in-store purchase influence attempts, both successful and 
not, captured this phenomenon. In this regard, daughters 
also spoke more broadly of themselves and other family 
members having to reconcile conflicting preferences: 
Households with more stability and coherence appeared to 
yield stronger IG brand preferences. Children also reported 
several occasions of evaluating—both positively and nega- 
tively—one or both parents on a variety of consumership 
dimensions, including shopping styles, dietary preferences, 
spending limits, and planning or lack thereof (when direct 
comparisons were made, it was the father who commonly 
came out on the short end of these judgments). Overall, the 
substantive dimensions of IG influence formation involved 
more evaluation, negotiation, and adaptation than might be 
apparent at first glance. 

Our third set of findings involves IG influences’ devel- 
opment across time. Here, we expressly recognize the larger 
dynamics of this process, which operates in a relatively con- 
tinuous fashion for approximately 18 years, or until the child 
leaves the family home. Observations in this area include the 
recognition that certain experiences are age-defined (e.g., 
children’s cereals, early teen cosmetics), and these tempo- 
rally bound IG influences will not persist into adulthood 
(however, some may reappear when these daughters are rais- 
ing their own children in the future). Furthermore, some IG 
influences will exist and then be replaced if the marketplace 
shifts or the household revises its behavior to feature another 
brand favorite. A special case involves the impact of changes 
in a family’s structure or lifestyle: In these cases, several 
shifts in IG preferences may ensue as certain family mem- 
bers leave, join, or change their behavior within the unit. As 
a final dimension, the impact of the family life cycle was 
apparent in various ways, such as mothers returning to out- 
side work as children age, shifts in handling older children’s 
influence attempts, increases in influences from peers (a 
rival to IG influence effects), and teens taking over more of 
the family’s purchasing when they begin to drive. Not sur- 
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prisingly, the incidence of reverse IG flows also accelerates 
at this time. 


The Endurance of IG Influences in Adulthood: 
Sources with Disruptive Potential 


The long-term impacts of IG influences are felt in adulthood. 
Prior research has shown that IG impacts initially persist as 
the child moves away from the family, but that on average 
they weaken over time. Many factors are at work, some that 
break down IG patterns and others that sustain them. 

The rise of new influencers: spouse, roommates, and 
peers. One of the most striking aspects of change as a young 
person leaves his or her family involves the new people who 
will help shape daily living. These “new influencers” literally 
bring change with them, and the interviews provided many 
descriptions of this process. In the case of joint purchase deci- 
sions, for example, each person arrives with a personal set of 
beliefs and preferences across products and services. Differ- 
ences need to be resolved to allow a smooth functioning of the 
new household’s consumption activities (for a useful typology 
of spousal adjustment mechanisms, see Davis 1976). Discus- 
sions with new influencers foster the introduction of addi- 
tional options and categories for consideration. In a similar 
vein, joint shopping trips and discussions of personal experi- 
ences and preferences bring changes in appropriate criteria for 
making purchase decisions. Some daughters, for example, use 
this mechanism to learn about nutritional labels; their new cri- 
teria then lead them to shift away from IG brand preferences. 

The interviews also presented other interesting dimen- 
sions of this general phenomenon. In some cases of apart- 
ments with three, four, or five roommates, for example, the 
role of purchasing agent would be rotated, thus forcing overt 
consideration of how to handle competing preferences 
(some of which are IG brands) on each shopping trip. More- 
over, in this setting, gifts to one member can unintentionally 
become a disrupting source for the existing IG preferences 
of another member (i.e., through a positive product trial 
experience). Furthermore, not all the new social influences 
will be positive: Social disdain from peers and media can be 
a shocking experience for a daughter who holds IG prefer- 
ences that she learns are not the norm. Finally, at times, 
overt efforts are made to influence the daughter to conform 
to practices deemed appropriate by others: 


This is a big deal because Meredith always buys the kind 
that I don’t like. I’m so picky. See, at my house we usually 
get Blue Bonnet or Imperial... Stacy always buys Parkay, 
and I can't stand that. (9b7) 


I would never buy this on my own because my Mom has 
never done the boxed spaghetti thing. She always makes it 
from scratch. I didn’t even really know it was available, or 
if I did, I probably wouldn't think it was very good. But 
one of my roommates left it and so I ate it one night when 
there was nothing left to eat, and it was wonderful. So now, 
I buy it. (6b4) 


Brooke went home (and her mother) sent her back to school 
with so much food, two cases of Diet Coke, tons of frozen 
food, this thing of Snackwell’s, pretzels, a loaf of rye bread— 
just tons and tons of food. And, then, Katie’s parents came to 
visit and they brought her the two cases of Diet Pepsi. (17a7) 


[whispers] I have Spam in my cupboard.... [laughs] I grew 
up with Spam because... it’s pretty cheap. And there's tons 
of millions of ways to make it..., but usually what I do is 
cook it in brown sugar ... or scramble an egg and crush 
some bread crumbs or whatever ... eat it with macaroni and 
cheese. (10b1 1) 


Everyone always makes fun of me because my Mom always 
put Miracle Whip on my sandwiches, instead of mayonnaise. 
And Kevin always yells at me about stuff like that. (11al 1) 


New lives bring shifting lifestyle demands. Beyond new 
social interactions, the move away from home can also bring 
significant alterations in daily living. For many daughters, 
income constraints and the need to manage money now dic- 
tate shifts in choice criteria and brand purchases: Sale prices 
now serve as a more powerful counterweight to IG brand 
preferences. Mobility concerns also surface for some daugh- 
ters, who find themselves constrained to joint shopping or 
purchasing agent options in which IG preferences are again 
at risk. Reports also dealt with time at a premium (leading to 
altered shopping habits) and more personal meal occasions. 
These led to increased out-of-home dining and fewer super- 
market purchases overall. Finally, this is a period of experi- 
mentation in general, in which new options are explored. 
For example, nutritional concerns arose, again threatening 
existing IG brand preferences: 


If I could afford to stick with certain brands I would, but 
due to my budget I more often than not switch. But I don’t 
really want to, I don’t think. (1a4) 


My sister called me cheap. We were shopping, and she 
would get the brand that our family would use, and I'd say, 
“No Annie, get the cheaper one, get that kind.” And I 
would really compare prices, and she has never seen me 
like that before... It wasn't like I was being cheap, I 
wanted to spend money wisely. (13a9) 


Chicken, a vegetable, you know, a balanced meal—My 
Mom made that a lot, we always had that. I don’t eat that 
now 'cause I don’t have time, but I want to. I feel better 
eating like that, "cause it's healthier, you know? Ideally I 
want to do that, but I don't. (3a12) 


When I go with her I get the low-fat stuff, and when she 
goes by herself she'll get the cookies that I like but the reg- 
ular. And that's a difference between the two of us. [ like 
the low-fat and she likes the regular... I try to go the more 
healthy route, more so than she does. (1524) 


Altered marketplace experiences. The shift away from 
home can also involve a physical move to a new market- 
place, as had occurred for many in the present sample. This 
can lead to a lack of IG brand availability (for certain offer- 
ings that had been distributed only in the home locality or 
for low—market share brands that are only thinly distributed). 
Further disruptions were induced by competitive programs 
in the new marketplace, including sales promotions, sam- 
pling, and premiums. The interviews also reflected positive 
consumer responses to new products, new information, and 
new metrics related to purchasing. This entry is a reminder 
that the dynamic nature of the marketplace generally works 
to undo IG influences, as new and improved alternatives 
become available and older line items are dropped. 


I used to always use Crest toothpaste. But then, I liked 
Colgate better because it came with a free toothbrush. 
(10a10) 


I was grocery shopping last week looking for my Mom’s 
pizza sauce, and it wasn’t there. So I didn’t know what to do. 
I felt like ... I don't know, I wanted that pizza sauce! (16a10) 


I started needing deodorant when I was in fifth grade. My 
mom introduced me to regular Ban, which was absolutely 
putrid smelling.... So I dealt with that until I started buying 
it by myself, and then I started getting the Ocean Breeze 
scent, which I really liked.... It was still Ban. I don't know 
why I stayed with it. I used to think that it really worked 
well, and I was fine with it. But then they discontinued 
Ocean Breeze. (6b9) 


Other insights on IG disruption. The final section of Fig- 
ure 2 on disruptive factors includes some additional observa- 
tions. First, IG influences based on incomplete knowledge 
may be more susceptible to disruption in an unsupportive 
environment. Second, some reports highlighted changes in 
the family's support for certain IG preferences, because par- 
ents changed as their life cycle continued. Behavior is not the 
only measure of IG, and focus only on changes in behavior 
can overstate disruptive effects. For example, some of the 
daughters spoke about having stopped using certain products 
or services while they were away at school but clearly planned 
to return to these at a later time. Time and distance away from 
home are factors in IG endurance in adulthood, when larger 
distances, times, or lifestyle changes speed IG disruption. Our 
sample was chosen to allow for the examination of IG persis- 
tence when distance from home is high. In the broader popu- 
lation, however, many consumers never move large distances 
from family: In these cases, some potential disruptors would 
be less powerful, leading to higher levels of stability. 


I only need ... I’m looking around... If I saw the right 
brand, I guess I would know it. But I don't see it, and I 
can't remember what kind my Mom buys. It has a cow on 
it, or something. (10b3) 


I have noticed that since [ have been gone that they don't 
buy as much ... something my sister and I would like—like 
Frosted Flakes or—foods that are not good for you. Now 
I'll come home and there's Total and Special K ... health- 
ier things now ... [not] as many chips or anything like that 
anymore. (14a16) 


The Endurance of IG Influences in Adulthood: 
Sources with-Sustaining Potential 


We have just reviewed a lengthy list of forces with the 
potential to erode the impacts of IG influences in the mar- 
ketplace. At the same time, we should recall that our survey 
analyses of IG effects showed that, for a parallel sample of 
daughters, IG brand and product preferences persist in the 
marketplace. It therefore became reasonable to identify fac- 
tors that would be at work to sustain these preferences (as 
shown in the final section of Figure 2). 

Forces that support repetitive purchase. Our first cate- 
gory of sustainers relates to many of the factors discussed 
previously as manifestations of IG influences on repetitive 
purchasing—IG brands as offering positive levels of func- 
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tional performance, personal familiarity with the IG brand, 
purchasing inertia, and low involvement in a particular prod- 
uct or service category. Beyond these points, we also found 
evidence that in some cases, the daughter encounters feel- 
ings of being a “novice” in her new life, perceives risks of 
making mistakes, and thus encounters risk aversion. The IG 
brands can offer protection in this respect, and a continued 
pattern of purchases can lend reinforcement through regu- 
larity in the newly uncertain environment. Finally, the 
spaced but regular appearance of seasonal rituals offers sup- 
port for continued enactment of favored IG behaviors: 


When I first started, 1 probably purchased them a lot 
because I didn’t really know what else to buy, and I knew 
that those would be healthy for me ’cause she always 
chose things that were healthy for us. And I knew that I 
liked them, and I didn’t want to go wrong ’cause I knew 
that it was my own money. (7a9) 


I bought this squash just because my Mom makes squash 
a couple times in the fall and [ love it. I have no idea what 
to do with it.... I’m going to call my Mom and figure out 
what to do with this. (17a20) 


Maintenance of self-identity. During life transitions, a 
sense of self is called on in dealing with (new) sets of outside 
pressures and opportunities. As noted in the "Marketplace 
Manifestations" section of the framework, IG influences can 
be closely bound to the daughter's self-identity and thus are 
themselves sustained by these ties. Six aspects related to this 
factor appeared in the interviews. For some daughters, a desire 
to retain and express an ethnic identity meant that several IG 
influences would be brought into play on a continual basis. 
For other daughters, pursuit of a particular set of IG lifestyle 
activities brings a similar impact. For daughters whose self- 
identities involve being an athlete or being a vegetarian, for 
example, continued reliance on IG food preferences provides 
a useful means of support. These particular lifestyles them- 
selves constrain choice criteria (and, in effect, remove the con- 
sumer from some sources of IG disruption, such as marketing 
promotions or peer influences for forbidden foods for that 
lifestyle). Meanwhile, IG brands can be “safe harbors,” allow- 
ing daughters to experiment with new marketplace offerings 
while preserving an attachment to the reliable IG brand. 

External expression also lies within this province. For 
some daughters, influence attempts on others help commu- 
nicate more about who they are. This appears to be a fairly 
common phenomenon, especially when family backgrounds 
are quite different. Our final two entries, however, are less 
common. Loosened constraints associated with living on 
one's own allows for increased expression of self-identity: 
In a few cases, we found that this also allowed a return to 
purchasing an IG-preferred brand that had been suspended 
earlier. Finally, expression of self-identity can also motivate 
efforts to stimulate a reverse flow of IG influence, bringing 
parents back to brands recalled fondly from childhood. 


My mom always bought Prego spaghetti sauce. So, I used 
to buy that a lot. I still do. Although recently, [ tried some- 
thing different because it was healthy, Healthy Choice. So 
I tried it, it was pretty good. (887) 


And bagels are important. Big and Crusty bagels because 
they remind me of, you have to have—I’m going to bring 
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back real, real bagels—just because I think that everybody 
needs to experience a real bagel. Yeah, you guys need to 
experience the real New York deli bagel. I'll do that over 
Thanksgiving. (9b9) 

We always used to use Crest and now I go home and I find 
all these other brands that I’ve never even heard of. 
Imposters! Like, Pepsodent, like someone in my house is 
using that, and that tooth lightening stuff and all this stuff. 
We used to only buy Crest. (3a16) 


Parents as IG sustainers. The family also emerged as a 
major sustaining force. In a few cases, a daughter indicated 
that her continued patronage of an IG brand symbolized a con- 
tinuing loyalty and affiliation with parents. Parental proximity 
allows continued support from personal visits and interactions, 
and family shopping outings, though now less frequent, also 
serve as significant reinforcers. Furthermore, parents continu- 
ing to act as product suppliers (now as gifts) not only reaffirms 
the IG brand choice but also temporarily removes the daugh- 
ter from competitive purchase temptations. In some cases, 
daughters also reported receiving coupons from parents to 
ease their continued IG patronage and/or indicated that further 
parental influence attempts continue to occur in adulthood. 


I buy things that my Dad buys. I like my Dad. (1a18) 


My Mom and I are very, very, very close. I mean I can tell 
her everything, you know, and when I go home, she and I 
always go out and do the lunch and shopping afternoon 
thing.... I don't get to see them very much. But when I’m 
home, she and I try to do things together like going gro- 
cery shopping. (1523) 

My parents stock me up. Last time I went home, [ came 
back with so much food, I filled up my cabinet and had to 
start a new one. Because she (mother) said "I know you 
won't go down there." So, I don't have to go grocery shop- 
ping. (18214) 

I go for the Near East brands, stuff like couscous. That's 


really expensive usually. So, I have 15 coupons for that. 
My Mom sends me coupons a lot. (9a4) 


We had Stove Top tonight from this huge canister. We didn't 
know how to make small servings so we just followed the 
directions, and ended up with six servings of it. See, my 
parents came down a few week ago and asked “Do you 
want to go to Sam's Club?" Then we were going through 
the aisles and they asked "Don't you eat Stove Top?" And I 
said, "Not really." And they're, “Just get it" So I really did- 
n't pick that out. They just threw it in the cart. (16212) 


Integrating the Studies: 
Conclusions and Implications 


Managerial Implications 


Overall recommendation: IG audits for product cate- 
gories and brands. As we discovered in Study 1, IG effects 
are clearly selective by category and by brand. For some 
products, IG helps determine segments of users and 
nonusers among young adults. Within most categories, 
moreover, some brands benefit from strong IG support, and 
other equally well-known brands do not (see, e.g., Bumble 
Bee versus Chicken of the Sea tuna in Table 1). Our limited 


sample provides no direct basis for managerial action. How- 
ever, our research points to the managerial need for a cus- 
tomized “IG audit” of the marketplace and offers guidance 
for this undertaking. The approach we developed for Study 
1 can provide answers to such questions as, "Are IG effects 
at work in the category?’ and “If so, which brands are ben- 
efiting from this influence and which are not?” The 
approach in Study 2 can also be used to shed more light on 
the nature of IG within a specific category—how it is per- 
ceived by young adult consumers, as well as how it is sus- 
tained and/or disrupted as in-store shopping proceeds. 
Moreover, because this IG audit can concentrate on a single 
category, diagnostics not attempted in this article are also 
possible, including classifying IG buyers for competing 
brands, identifying bases of brand competition, and discov- 
ering roots of IG influences in this category. 

When an IG effect on brand equity is established, the 
marketing team can gear its strategy toward the twin goals 
of combating key IG disruptors and supporting IG sustain- 
ing forces (as in Figure 2). As evidenced in Study 2, IG- 
loyal consumers can be allies in this effort. Also, the IG 
audit’s findings should offer further input for marketing-mix 
decisions, beyond those suggested subsequently. 


IG implications for product decisions. An IG effect can 
represent a fundamental mechanism for extending a brand’s 
life cycle and thus become a special advantage or asset. In 
Study 2, we frequently encountered dual drivers at work in the 
IG sphere: desires for both future (e.g., new technology, new 
benefits, new delivery modes) and past (e.g., familiarity, 
safety, warmth). Therefore, a key brand challenge is to man- 
age change—to provide an offering that appeals to the young 
adult’s desire for familiarity and stability but also incorporates 
the needed product improvements, updates, and modifications 
to stay current in today’s marketplace. In the present study, for 
example, daughters’ desire for ease of preparation generally 
exceeded that of their mothers, as did their interest in nutri- 
tional dimensions. This appears to offer opportunities for 
innovation but also calls for sensitivity to evolutionary rather 
than revolutionary change in managing strong IG brands. 

Beyond updating the core product, brand extensions are 
also a natural option. For example, some opportunities that 
arose in our studies would involve extensions appealing to dif- 
ferential IG lifestyle preferences of young adults (e.g., vege- 
tarian diets). In a related vein, Wansink (1997) argues that 
mature brands can be revitalized through strategies such as 
suggesting new uses (e.g., Campbell’s Soup as a sauce). More 
generally, umbrella branding strategies should be strongly 
considered when there is evidence of a favorable IG effect. In 
contrast, Study 2 pointed to cases in which a brand extension 
deletion decision left its IG-loyal buyers stranded: Measures to 
direct them to favored alternatives might also be considered. 
Finally, managers might seek opportunities to help create IG 
preferences for a brand’s future, such as through package 
design. Because some of the child’s learning of IG brands may 
be incidental (i.e., repeated observations of the package during 
home use), marketers can attempt to capitalize by developing 
interest and uniqueness here, such as with Heinz squeeze bot- 
tles of green ketchup. Finally, to help sustain IG among young 
adults, Study 2 showed that some brands could retain sales if 


smaller packages were available, reflecting younger IG con- 
sumers' smaller households and income constraints. 


IG implications for pricing decisions. The monitoring of 
purchases in Study 2 showed that IG effects are often dis- 
rupted by younger consumers' income constraints. It may 
therefore be worthwhile to seek ways to adjust prices cre- 
atively to convert IG preference effects into continued pur- 
chase behavior. As noted, smaller packages may help the 
brand fit into the budget. Furthermore, the implementation 
of database or other micromarketing techniques could assist 
in the design of selectively targeted sales promotions to IG- 
loyal younger consumers, thereby effectively reducing the 
price they pay. This approach may be especially appropriate 
for upper-tier brands, that is, prestige brands that younger 
consumers may consider a luxury at this point in their lives 
and that are most susceptible to loss of sales. 


IG implications for place-related decisions. The Study 2 
interviews also made it clear that brand availability is fun- 
damental to sustaining an IG effect. At regional or local lev- 
els, zip clustering and/or localized surveys can be used to 
identify the stores that young IG-prone consumers patron- 
ize: Special programs could then be targeted through these 
outlets. For smaller IG-favored local brands that are unavail- 
able in the young adult's new region, seasonal home promo- 
tions (e.g., “stock-up” for back to school), parental sugges- 
tive selling (e.g., *Give your daughter her favorite reminder 
of home"), or a link to "gift-pack" programs run by campus 
or neighborhood entrepreneurs are all options. Given the IG 
loyalist’s penchant for word of mouth, specialty goods 
might consider extending local distribution by enlisting 
some of these young loyalists in an entrepreneurial sales or 
referral enterprise. 

Finally, the Internet is already an accepted presence in 
young consumers’ lives and offers several additional manage- 
rial possibilities. For example, our study showed many daugh- 
ters encountering difficulties in locating favorite brands. If dis- 
tribution is incomplete in a region, Internet information 
showing exactly which stores carry the brand (and even where 
in each store) would be welcomed by young shoppers. Also, 
the availability of the brand on Web-based e-tailing sites would 
help IG loyalists sustain their brand preferences, particularly 
for specialty goods (e.g., ingredients for a favorite recipe). 


IG implications for promotion decisions. Our present 
studies did not focus directly on promotion decisions, but 
several possibilities can be deduced for consideration. Per- 
haps the most obvious implication of IG for advertising 
strategy is that the brand could be promoted to the entire 
household, or at least to the specific IG dyads within it. 
Media vehicles can be used to serve this purpose, and on the 
creative side, ad executions depicting families consuming 
the brand together can help both develop and reinforce IG 
bonds. Casual monitoring indicates that advertisements that 
invoke IG brand ties and loyalties are not uncommon (e.g., 
Ivory soap, Crest toothpaste, Dewar's scotch, Frigidaire 
dishwashers, Werthers’ candy). Also, appeals to nostalgia 
might invoke symbolic "family allegiance" for younger 
members who have left home, and aspirational appeals for 


Passing the Torch / 33 


upper-tier brands (coupled with price promotions) may also 
keep younger loyalists from abandoning a favored brand. 

Beyond advertising, sales promotion might also be used 
to fortify IG brand use. Loyalty programs targeted at young 
adults may help sustain purchase patterns. Furthermore, pro- 
motional programs could also be directed toward younger 
members of the household to build IG loyalty earlier in life. 
Finally, social influence—both giving and receiving—is 
part-and-parcel of an IG effect. Brand promotions providing 
IG-loyal consumers with information that has news value 
(e.g., a new technology) can create “buzz” (Dye 2000) and 
lead to positive word-of-mouth influence attempts. 

Theoretically, above all is the significance of unique, 
favorable, and strong brand associations in equity building 
(Keller 1998). As noted previously, the brand audit repre- 
sents an important first step for determining whether IG 
effects are at work. A key component of the audit should be 
to analyze the nature of the IG connection, as it is reflected 
in the set of family-related brand associations. Then, as cre- 
ative judgments for new campaigns are developed, man- 
agers need to be especially vigilant in nurturing and protect- 
ing the specific associations that define the IG bond. 


Implications for Further Theoretical and Research 
Consideration 


The present project also raises several points that are worthy 
of further consideration by academics and practitioners who 
want to delve further into this intriguing area. These arise in 
two sectors: (1) extensions of IG research on brand equity 
issues and other emerging research streams in marketing and 
(2) development of concepts and methods in the IG area 
itself. 


Extensions of research on brand equity issues. The most 
prominent findings in the current article involved the selec- 
tivity in IG impacts at both product category and brand lev- 
els: IG appears to influence usage or nonusage of some 
products, but not others, and it appears to provide “free” 
brand equity for some brands, but not others. Note that these 
are different types of effects. First, our findings of a learned 
IG impact on use/nonuse decisions means that the size and 
scope of some markets of the future are being partially 
determined in households today, as children learn to avoid 
certain products and services while pursuing others. It 
would be worthwhile to understand more broadly which 
products are subject to this IG usage effect, which ones are 
not, at what ages these product usage effects are being 
developed, and how long they are likely to persist in adult- 
hood. Second, research on selectivity at the brand level is 
also needed—for example, what distinguishes brands that 
benefit strongly from IG effects from those that do not? 
Third, the research methods we employed for Study 1 
revealed considerable complexity deserving additional 
attention in future research. Issues here include (1) compar- 
ison of single-informant versus dyadic measurement, (2) 
alternative means of adjusting for marketplace characteris- 
tics that affect IG scores, and (3) appropriate levels and 
boundaries of product category definitions to include in IG 
studies. With respect to this last point, for example, we note 
that the two strongest IG nonuse findings were for narrow 
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forms of broader product classes, frozen juice and canned 
vegetables. Although this is a useful IG finding in pointing 
to the learning of specialized practices, it is not obvious 
what it might portend for brand equity carryover across dif- 
ferent forms of a single category. Finally, although this pro- 
ject has provided strong evidence on some important issues 
for brand equity, it has not provided answers regarding how 
long such IG effects are likely to persist or which specific 
consumer or family factors are especially strong contribu- 
tors to this phenomenon. These issues could be addressed 
through approaches similar to Study 1, but with adjustments 
to incorporate different age groups of adults (for persis- 
tence) and/or several household characteristics at the 
expense of fewer product categories and brands. 

The IG research here also provides potential for enhanc- 
ing studies of market segmentation, as well as rich potential 
for certain other emerging streams of work in marketing and 
consumer behavior. With respect to segmentation, our 
depiction in Study 1 of how high-IG brands exist in the 
competitive marketplace could offer new strategic insights 
on marketplace competition. For example, the status of cer- 
tain brands as cultural icons (i.e., high-IG brand equity from 
a huge segment of households across the society) is a qual- 
itatively different situation from that in which a single brand 
receives strong IG support, but from a smaller portion of the 
market. Moreover, both can be sharply differentiated from 
our discovery of brand silo markets, in which several brands 
receive depth of support, but from different households in 
the marketplace (in this regard, our current approach did not 
allow exploration of brand-switching behaviors or of port- 
folios of purchases, both of which should add considerable 
insights to these phenomena). Also, it would be of interest 
to determine if and how the silo phenomenon, here defined 
in terms of exact preference matches, could extend to other 
components of brand equity, particularly brand associations 
(Aaker 1991; Keller 1998). This would stretch our under- 
standing of the IG effect into brand memory networks, or 
consumers' mental maps of the marketplace. 

Meanwhile, the findings in Study 2 could easily link to 
such promising developments as relationship marketing (e.g., 
Sheth and Parvatiyar 2000) and consumer relationships with 
brands (e.g., Fournier 1998), as well as the revitalization of 
mature brands (e.g., Wansink 1997). Also, IG effects might be 
pursued as a special case of Muniz and O'Guinn's (2001) 
brand communities, wherein social groups form around cer- 
tain brands and socialize and bolster individual consumers’ 
brand preferences. Finally, in estimating the lifetime value of 
a customer (e.g., Berger and Nasr 1998; Talukdar 1999), these 
findings on IG effects add the intriguing suggestion of a house- 
hold level of carryover impact. If feasible, this step should add 
significantly to value calculations, as well as the validity of 
resulting estimates. Furthermore, all these areas, along with 
brand equity, should benefit from advances in the IG area. 

Exploring IG influence itself. In this project, we have 
encountered several elements of IG in addition to those reflect- 
ing brand equity. It has taught us many lessons regarding the 
origins and essence of the IG phenomenon. At the broadest 
level, IG influences in the consumer context represent specific 
elements of learning, stemming from consumer socialization, 
that have become tied to a young person's self-identity and are 


carried into adulthood. As a research area, its complexity has 
already been noted, but several useful insights into that com- 
plexity have been advanced here. Rather than seek simplicity 
at this point, we acknowledge the complexity of IG as a wel- 
come challenge for future discoveries. In this regard, Figure 2 
is intended as a significant conceptual step forward in expli- 
cating some key dimensions of IG influences as we encoun- 
tered them in this project. Beyond those from Study 1, we shift 
emphasis to the research challenges that emerged in Study 2. 
Among these, we highlight the following for future attention: 


*How IG is manifested in the marketplace: We raise the following 
as among the most significant elements in Figure 2's “Market- 
place Manifestations" section: (1) IG might be evidenced at 
times as a low-involvement, repetitive heuristic, but at other 
times as a higher-involvement, emotional, or symbolic bond, (2) 
IG can offer protection against purchase risks in the marketplace; 
(3) IG can also be sharply negative toward a brand or product; 
(4) IG might easily extend to multiple product versions and per- 
haps multiple brands in some categories; and (5) IG extends to 
various aspects of personal consumption behavior, including 
beliefs, shopping habits, price preferences, and so forth. 

*The bidirectionality of IG influences: Deserving of separate 
mention is the matter of the reverse flow of IG effects, in 
which a younger family member influences a parent's views 
and behavior. This was not easily distinguished in the present 
project but was noted sufficiently often in Study 2 to convince 
us that much closer attention is warranted, especially during 
the teenage years and early adulthood. Products incorporating 
new technologies or innovations are likely to be especially 
susceptible to this phenomenon. 


*[G development across heterogeneous households and long 
time frames: Although not a major focus here, Figure 2's "Fac- 
tors in the Formation of IG Influences" section reflects both 
the heterogeneity of households' lifestyles and the richness of 
years of daily exposures. This supports views of IG effects as 
(1) based on a large number of consumption episodes; (2) 
occurring across a long span of time, as the son or daughter 
becomes increasingly independent; and (3) often actively gen- 
erated through, negotiation or other adaptations and thus 
reflecting personal preferences as well as media and peer 
influences. In brief, some IG effects are based on considerable 
cognitive and emotional investment and are not at all fragile. 


*Potentials for reemergence of IG later in life: Somewhat in 
contrast to the preceding point, some IG preferences are age- 
defined during childhood (e.g., kid's cereals, early teen cos- 
metics) and will not persist into adult purchase behaviors. 
They may return in later years, however, as parental role 
enactments become appropriate. 

*Diagnostic challenges in the detection of IG: Implicit in the 
preceding is the recognition that much of IG influences lies 
beyond overt purchasing behavior and may not be reflected 
only in the types of measures we employed in Study 1. In 
some sense, then, the use of a survey technique alone may risk 
understatement of actual brand equity levels or other IG 
effects that exist. Furthermore, the marketplace is dynamic, 
and mothers adapt as well. Therefore, investigation of both 
generational cohorts during adulthood is an interesting option, 
especially if study of their mutual flows of influence over this 
time period is incorporated as well. 

*The persistence of IG over time: Figure 2's "Endurance in Adult- 
hood" section shows that the forces here are real factors in both 
new households and in-store environments. This section should 
also be useful in designing future studies on IG persistence: 
Some reasonable level of survey quantification seems possible, 
given that various entries here can be identified as conditions 
that either are or are not present or can be classified according to 
what degree they apply. Although IG effects are generally 
believed to be about stability, the larger context of their applica- 
tion is about change over time and about how adaptation into 
adulthood is managed. As construed here, both disruptive and 
sustaining forces are present and active over many consumption 
episodes. This suggests that IG influences are likely in flux over 
time and that gradual weakening or strengthening of IG effects 
are alternatives to simple persistence or cessation. 


Overall, our appreciation for the complexity of this 
research area has certainly increased over the course of our 
investigation. With respect to our initial question, it is clear 
that IG is an important source of brand equity in today's 
marketplace, but only for some brands and not for others. It 
has also become more obvious why IG influences should be 
present across the marketplace and why they can be signifi- 
cant sources of influence on consumer behavior. In closing, 
it is clear that the topic of IG influence encompasses a rich 
set of phenomena and is deserving of further attention by the 
marketing community. 





REFERENCES 


Aaker, David A. (1991), Managing Brand Equity. New York: The 
Free Press. 

(1996), Building Strong Brands. New York: The Free Press. 

and Erich Joachimstahler (2000), Brand Leadership. New 
York: The Free Press. 

Arndt, Johan (1971), "A Research Note on Intergenerational Over- 
lap of Selected Consumer Variables," Markeds Kommunikasjon, 
8 (3), 1-8. 

(1972), "Intrafamilial Homogeneity for Perceived Risk and 
Opinion Leadership,” Journal of Advertising, 1 (1), 4047. 

Beatty, Sharon E. and Salil Talpade (1994), "Adolescent Influence 
in Family Decision Making: A Replication with Extension," 
Journal of Consumer Research, 21 (September), 332-41. 

Beck, Paul Allen and M. Kent Jennings (1991), “Family Traditions, 
Political Periods, and the Development of Partisan Orienta- 
tions,” Journal of Politics, 53 (August), 742-63. 

Berger, Paul D. and Nada I. Nasr (1998), "Customer Lifetime 
Value: Marketing Models and Applications," Journal of Inter- 
active Marketing, 12 (Winter), 17-30. 











Brim, Orville G., Jr. (1968), "Adult Socialization,” in Socialization 
and Society, J. Clausen, ed. Boston: Little Brown, 183—226. 
Carlson, Les and Sanford Grossbart (1988), “Parental Style and 
Consumer Socialization of Children,” Journal of Consumer 

Research, 15 (June), 77-94. 

, Ann Walsh, Russell N. Laczniak, and Sanford Grossbart 
(1994), “Family Communication Patterns and Marketplace 
Motivations, Attitudes, and Behaviors of Children and Moth- 
ers,” Journal of Consumer Affairs, 28 (1), 25-53. 

Childers, Terry L. and Akshay R. Rao (1992), “The Influence of 
Familial and Peer-Based Reference Groups on Consumer Deci- 
sions,” Journal of Consumer Research, 19 (September), 198—211. 

Corfman, Kim P. (1991), "Perceptions of Relative Influence: For- 
mation and Measurement," Journal of Marketing Research, 28 
(May), 125-36. 

Davis, Harry L. (1971), "Measurement of Husband-Wife Influence 
in Consumer Purchase Decisions," Journal of Marketing 
Research, 8 (August), 305-12. 





Passing the Torch / 35 





(1976), “Decision Making Within the Household,” Journal 
of Consumer Research, 2 (March), 241-60. 

Dellaert, Benedict G.C., Mia Prodigalidad, and Jordan J. Louviere 
(1998), “Family Members’ Projections of Each Other’s Prefer- 
ence and Influence: A Two-Stage Conjoint Approach,” Market- 
ing Letters, 9 (2), 135-45. 

Denzin, Norman K. (1989), The Research Act: A Theoretical Intro- 
duction to Sociological Methods. Englewood Cliffs, NJ: Pren- 
tice Hall. 

Dye, Renee (2000), “The Buzz on Buzz; Harvard Business 
Review, 79 (November/December), 139-46. 

Farquhar, Peter (1989), “Managing Brand Equity,” Marketing 
Research, 1 (September), 24-33. 

Ferber, Robert (1955), “On the Reliability of Purchase Influence 
Studies," Journal of Marketing, 19 (January), 225-32. 

Fournier, Susan (1998), “Consumers and Their Brands: Develop- 
ing Relationship Theory in Consumer Research,” Journal of 
Consumer Research, 24 (March), 343-73. 

Foxman, Ellen R., Patriya S. Tansuhaj, and Karin M. Ekstrom 
(1989), “Family Members’ Perceptions of Adolescents’ Influ- 
ence in Family Decision Making,” Journal of Consumer 
Research, 15 (March), 482-91. 

Glaser, Barney G. and Anselm L. Strauss (1967), The Discovery of 
Grounded Theory: Strategies for Qualitative Research. 
Chicago: Aldine. 

Glass, Jennifer, Vern L. Bengston, and Charlotte Chorn Dunham 
(1986), “Attitude Similarity in Three-Generation Families: 
Socialization, Status Inheritance, or Reciprocal Influence?” 
American Sociological Review, 51 (October), 685-98. 

Green, Paul E. and Donald S. Tull (1966), Research for Marketing 
Decisions. Englewood Cliffs, NJ: Prentice Hall. 

Guest, Lester (1964), “Brand Loyalty Revisited: A Twenty-Year 
Report,” Journal of Applied Psychology, 48 (April), 93-97. 
Heckler, Susan E., Terry L. Childers, and Ramesh Arunachalam 
(1989), “Intergenerational Influences in Adult Buying Behav- 
lors: An Examination of Moderating Factors,” in Advances in 
Consumer Research, Vol. 16, Thomas K. Srull, ed. Provo, UT: 

Association for Consumer Research, 276-84. 

Hill, Reuben (1970), Family Development in Three Generations. 
Cambridge, MA: Schenkman. 

Hoge, Dean, Gregory H. Petrillo, and Ella I. Smith (1982), “Trans- 
mission of Religious and Social Values from Parents to Teenage 
Children,” Journal of Marriage and the Family, 44 (August), 
569-80 

John, Deborah Roedder (1999), “Consumer Socialization of Chil- 
dren. A Retrospective Look at Twenty-Five Years of Research,” 
Journal of Consumer Research, 26 (December), 183-213. 

Kahn, Barbara E. and Leigh McAlister (1997), Grocery Revolu- 
tton: The New Focus on the Consumer. New York: Addison 
Wesley. 

Kanji, Gopal K. (1993), 100 Statistical Tests. Newbury Park, CA: 
Sage Publications. 

Keller, Kevin Lane (1998), Strategic Brand Management: Build- 
ing, Measuring and Managing Brand Equity. Upper Saddle 
River, NJ: Prentice Hall. 

Lavidge, Robert J. and Gary A. Steiner (1961), “A Model for Pre- 
dictive Measurements of Advertising Effectiveness,” Journal of 
Marketing, 25 (6), 59—62. 

Levine, Robert A. (1969), “Culture, Personality and Behavior: An 
Evolutionary View,” in Handbook of Socialization Theory and 
Research, D. Goslin ed. Chicago: Rand McNally. 

Lincoln, Yvonna S. and Egon G. Guba (1985), Naturalistic 
Inquiry. Beverly Hills, CA: Sage Publications. 

Lutz, Richard J. (1991), "Editorial," Journal of Consumer 
Research, 17 (March), iii-vii. 

McNeal, James U. (1987), Children as Consumers. Lexington, 
MA: D.C. Heath. 

Miller, Brent C. (1975), “Intergenerational Patterns of Consumer 
Behavior,” in Advances in Consumer Research, Vol. 2, MJ. 


36 / Journal of Marketing, April 2002 


Schlinger, ed. Ann Arbor, MI: Association for Consumer 
Research, 93-101. 

Moore, Elizabeth S. and Britto M. Berchmans (1996), “The Role 
of the Family Environment in the Development of Shared Con- 
sumption Values: An Intergenerational Approach," in Advances 
in Consumer Research, Vol. 23, K. Corfman and J.G. Lynch, 
eds. Provo, UT: Association for Consumer Research, 484—90. 

and Richard J. Lutz (1988), “Intergenerational Influences 

in the Formation of Consumer Attitudes and Beliefs About the 

Marketplace: Mothers and Daughters," in Advances in Con- 

sumer Research, Vol. 15, M.J. Houston, ed. Provo, UT: Associ- 

ation for Consumer Research, 461—67. 

, William L. Wilkie, and Julie A. Alder (2001), "Lighting 
the Torch: How Do Intergenerational [nfluences Develop?" in 
Advances in Consumer Research, Vol. 28, M.C. Gilly and J. 
Meyers-Levy, eds. Valdosta, GA: Association for Consumer 
Research, 287—93. 

Moschis, George P. (1987), Consumer Socialization. Lexington, 
MA: Lexington Books. 

(1988), "Methodological Issues in Studying Intergenera- 
tional Influences on Consumer Behavior,” in Advances in Con- 
sumer Research, Vol. 15, M. Houston, ed. Provo, UT: Associa- 
tion for Consumer Research, 569—73. 

Muniz, Albert M. and Thomas C. O'Guinn (2001), “Brand Com- 
munity," Journal of Consumer Research, 27 (March), 412-32. 

Niemi, Richard G. and M. Kent Jennings (1991), "Issues and 
Inheritance in the Formation of Party Identification," American 
Journal of Political Science, 35 (November), 970-88. 

Obermiller, Carl and Eric R. Spangenburg (2000), "On the Origin 
and Distinctness of Skepticism Toward Advertising," Marketing 
Letters, 11 (4), 311—22. 

Olsen, Barbara (1993), "Brand Loyalty and Lineage: Exploring 
New Dimensions for Research," in Advances in Consumer 
Research, Vol. 20, L. McAlister and M.L. Rothschild, eds. 
Provo, UT: Association for Consumer Research, 276—84. 

(1995), "Brand Loyalty and Consumption Patterns: The 
Lineage Factor," in Contemporary Marketing and Consumer 
Behavior: An Autobiographical Sourcebook, John F. Sherry Jr., 
ed. Thousand Oaks, CA: Sage Publications, 245-81. 

Palan, Kay M. and Robert E. Wilkes (1997), “Adolescent—Parent 
Interaction in Family Decision Making,” Journal of Consumer 
Research, 24 (September), 159-69. 

Peterson, Gary W. and Boyd C. Rollins (1987), "Parent-Child 
Socialization,” in Handbook of Marriage and the Family, M.B. 
Sussman and S.K. Steinmetz, eds. New York: Plenum, 471—507. 

Sears, David O. (1983), “The Persistence of Early Political Predis- 
positions," in Review of Personality and Social Psychology, L. 
Wheeler and P. Shaver, eds. Beverly Hills, CA: Sage Publica- 
tions, 79-116. 

Shah, Reshma H. and Banwari Mittal (1997), “Toward a Theory of 
Intergenerational Influence in Consumer Behavior: An 
Exploratory Essay," in Advances in Consumer Research, Vol. 
24, Merrie Brucks and Deborah J. MacInnis, eds. Provo, UT: 
Association for Consumer Research, 55—60. 

Sheth, Jagdish N. and Atul Parvatiyar (2000), Handbook of Rela- 
tionship Marketing. Thousand Oaks, CA: Sage Publications. 
Sillars, Alan L. (1995), “Communication and Family Culture,” in 
Explaining Family Interactions, Mary Anne Fitzpatrick and 
Anita L. Vangelisti, eds. Thousand Oaks, CA: Sage Publica- 

tions, 375-99. 

Srivastava, Rajendra K. and Allan D. Shocker (1991), "Brand 
Equity: À Perspective on Its Meaning and Measurement," Mar- 
keting Science Institute Working Paper No. 910124. Cambridge, 
MA: Marketing Science Institute. 

Strauss, Anselm L. and Juliet Corbin (1998), Basics of Qualitative 
Research: Grounded Theory Procedures and Techniques, 2d ed. 
Newbury Park, CA: Sage Publications. 

Talukdar, Debu (1999), "How Much Is Your Customer Worth? 
"Lifetime Value' Estimates for U.S. Households and Implica- 














tions for Optimal Retention Strategy,” working paper, Depart- 
ment of Marketing, SUNY at Buffalo. 

Troll, Lillian and Vern Bengston (1979), “Generations in the Fam- 
ily,” in Contemporary Theories about the Family, Vol. 1, Wes- 
ley R. Burr, Reuben Hill, FI. Nye, and LL. Reiss, eds. New 
York: The Free Press, 127-61. 

Viswanathan, Madhubalan, Terry L. Childers, and Elizabeth S. 
Moore (2000), “The Measurement of Intergenerational Com- 
munications and Influence on Consumption: Scale Develop- 
ment, Validation and Cross-Cultural Comparison,” Journal of 
the Academy of Marketing Science, 28 (Summer), 406-24. 

Wansink, Brian (1997), “Making Old Brands New,” American 
Demographics, 19 (December), 53-58. 

Ward, Scott (1974), “Consumer Socialization,” Journal of Con- 
sumer Research, | (September), 1-14. 

, Daniel B. Wackman, and Ellen Wartella (1977), How 





Children Learn to Buy: The Development of Consumer Infor- 
mation Processing Skills. Beverly Hills, CA: Sage Publications. 











KOU 
MARKE MNG 


"A key perspective on .. 
marketing and what it takes to sustain customer 
loyalty in a world ef overwhelming choice." 


Howard Schultz, Chairman, Starbucks 


Wells, William D. and George Gubar (1966), “Life Cycle Concept 
in Marketing Research,” Journal of Marketing Research, 3 
(November), 355-63. 

Whitbeck, Les B. and Viktor Gecas (1988), “Value Attributions and 
Value Transmission Between Parents and Children,” Journal of 
Marriage and the Family, 50 (August), 829-40. 

Wilkie, William L. (1994), Consumer Behavior, 3d ed. New York: 
John Wiley & Sons. 

Woodson, Larry G., Terry L. Childers, and Paul R. Winn (1976), 
“Intergenerational Influences in the Purchase of Auto Insur- 
ance,” in Marketing Looking Outward: 1976 Business Proceed- 
ings, William B. Locander, ed. Chicago: American Marketing 
Association, 43-49, 

Ziegler, Edward and Irvin L. Child (1969), Socialization and Per- 
sonality Development. Reading, MA: Addison Wesley. 


FURTIRTE ERE TOGO ell 
ar call 1.888.500.1016 
1.617.783.7440 






. costomer-centered 

























— Meter has done mere than ` 
probaly anyone € alse to cement A New Aaproas te Profits Er eh and Rene cat 
; marketing s regatatisil'as a serieits 
= E | thi "i ss discipline." PHILIP KOTLER 
bc SH a Wë IGS CISCSpURE. DIPAK C. JAIN 





HARVARD BUSINESS 
SCHOOL PRESS 






Kate Zem SUVIT MAESINCEE 





Passing the Torch / 37 


Christian Homburg, John P. Workman Jr., & Ove Jensen 


A Configurational Perspective on 
Key Account Management 


Most firms struggle with the challenge of managing their key customer accounts. There is a significant gap between 
the importance of this organizational design problem in practice and the research attention paid to it. Sound acad- 
emic research on key account management (KAM) is limited and fragmented. Drawing on research on KAM and 
team selling, the authors develop an integrative conceptualization of KAM and define key constructs in four areas: 
(1) activities, (2) actors, (3) resources, and (4) approach formalization. Adopting a configurational perspective to 
organizational research, the authors then use numerical taxonomy to empirically identify eight prototypical KAM 
approaches on the basis of a cross-industry, cross-national study. The results show significant performance differ- 
ences among the approaches. Overall, the article builds a bridge between marketing organization research and 


relationship marketing research. 


more demanding customers. In many industries, 

these powerful buyers have been shaped through 
corporate mergers and have been visible in many industry 
sectors such as retailing, automotive, computers, and phar- 
maceuticals. These large customers often rationalize their 
supply base to cooperate more closely with a limited num- 
ber of preferred suppliers (e.g., Dorsch, Swanson, and Kel- 
ley 1998; Stump 1995). They may demand special value- 
adding activities from their suppliers, such as joint product 
development, financing services, or consulting services 
(Cardozo, Shipp, and Roering 1992). Also, many buying 
firms have centralized their procurement and expect a simi- 
larly coordinated selling approach from their suppliers. For 
example, global industrial customers may demand uniform 
pricing terms, logistics, and service standards on a world- 
wide basis from their suppliers (Montgomery and Yip 2000). 
These demands from important accounts raise an orga- 
nizational design problem for many suppliers. As Kempen- 
ers and van der Hart (1999, p. 312) note, “Organizational 
structure is perhaps the most interesting and controversial 
part of account management.” Internal organizational struc- 
tures often hamper a coordinated account management, such 
as when the same customer is served by decentralized prod- 
uct divisions or by highly independent local sales opera- 
tions. In addition, the set of activities for complex customers 
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cannot be handled by the sales function alone but requires 
participation from other functional groups. These develop- 
ments have induced many suppliers to rethink how they 
manage their most important customers and how they design 
their internal organization in order to be responsive to these 
key customers. In this context, firms are increasingly orga- 
nizing around customers and shifting resources from prod- 
uct divisions or regional divisions to customer-focused busi- 
ness units (Homburg, Workman, and Jensen 2000). Many 
firms are establishing specialized key account managers and 
are forming customer teams that are composed of people 
from sales, marketing, finance, logistics, quality, and other 
functional groups (Millman 1996; Wotruba and Castleberry 
1993). 

In a recent study, Homburg, Workman, and Jensen 
(2000) argue that the increasing emphasis on key account 
management (KAM) is one of the most fundamental 
changes in marketing organization. Given the relevance of 
designing KAM in practice, sound academic research on 
this topic is still surprisingly limited. Millman (1996, p. 631) 
notes that “Key account management is underresearched 
and its efficacy, therefore, is only partially understood.” 
Although management approaches to the most important 
customers have received some research attention over the 
past 25 years (Shapiro and Moriarty 1984a; Weilbaker and 
Weeks 1997), the existing literature has several shortcom- 
ings. First, research has been fragmented and has not con- 
solidated specific design aspects of KAM into a coherent 
framework. Second, conceptual and empirical work on 
KAM has primarily been based on observations of formal- 
ized key account programs in Fortune-500 companies and 
has hardly been extended to nonformalized KAM 
approaches. Third, broad-based empirical research on KAM 
is still scarce, as Kempeners and van der Hart (1999, p. 311) 
note: “Although Stevenson (1980) noted almost 20 years 
ago that: ‘despite widespread industrial use, there has been 
little empirical research on national account marketing,’ it 
seems that this is still true." The empirical work that has 
been done in the past has essentially been descriptive. 
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Finally, given that conceptual work has suggested a variety 
of design options (Shapiro and Moriarty 1984a), there is lit- 
tle empirical knowledge of which types of approaches to 
KAM occur in practice and how successful these are. 

Given these gaps in knowledge about KAM, the overall 
objective of this article is to study the design of approaches 
to KAM. More specifically, we seek to 


1. Derive the core design dimensions of KAM approaches 
from the KAM literature and from related research areas to 
develop an integrative conceptualization of KAM, 

2. Identify the key constructs within these design dimensions 
and develop instruments for measuring these constructs, 

3. Identify prototypical approaches to KAM in practice on the 
basis of a cross-national, cross-industry taxonomy, and 

4. Explore the outcomes of different KAM approaches. 


Given that taxonomies are less frequently developed than 
conceptual models, a few comments on their value are in order. 
As Hunt (1991, p. 176) has noted, classification schemata, 
such as typologies or taxonomies, “play fundamental roles in 
the development of a discipline since they are the primary 
means for organizing phenomena into classes or groups that 
are amenable to systematic investigation and theory develop- 
ment.” Given that the conceptual knowledge about the design 
of KAM is at an early stage and that our research endeavor is 
to expand its scope, a taxonomy is particularly useful in pro- 
viding the field with new organization. By means of the taxon- 
omy, we are studying the complex KAM phenomenon through 
holistic patterns of multiple variables rather than isolated vari- 
ables and their bivariate relations. This research approach is 
consistent with the configurational perspective of organiza- 
tional analysis that has been gaining increasing attention 
(Meyer, Tsui, and Hinings 1993). The basic premise of the 
configurational perspective is that “Organizational structures 
and management systems are best understood in terms of over- 
all patterns rather than in terms of analyses of narrowly drawn 
sets of organizational properties” (Meyer, Tsui, and Hinings 
1993, p. 1181). Thus, the configurational perspective comple- 
ments the traditional contingency approach (Mahajan and 
Churchill 1990). Two alternatives of identifying configurations 
have been distinguished: Typologies represent classifications 
based on a priori conceptual distinctions, whereas taxonomies 
are empirically derived groupings (Hunt 1991; Rich 1992; 
Sanchez 1993). Given our goal of identifying approaches to 
KAM in practice, we take a taxonomic approach. Hunt (1991) 
notes that grouping phenomena through taxonomies as 
opposed to typologies requires substantially less a priori 
knowledge about which specific properties are likely to be 
powerful for classification, because taxonomic procedures are 
better equipped to handle large numbers of properties 

The article is organized as follows: We first summarize 
the literature on KAM and evaluate contributions that the 
personal selling and sales management literature provide for 
KAM. On the basis of the literature review, we develop a 
multidimensional conceptualization of KAM and identify 
outcomes of KAM. We then describe a large-scale survey of 
KAM approaches and develop the taxonomy. This is fol- 
lowed by an exploration of how the different approaches 
perform. We conclude by discussing implications for theory 
and managerial practice. 


Literature Review 


KAM Research 


We subsume under KAM all approaches to managing the 
most important customers that have been discussed under 
such diverse terms as key account selling, national account 
management, national account selling, strategic account 
management, major account management, and global 
account management. “National account management” has 
become a misnomer, as business with important customers 
increasingly spans country borders (Colletti and Tubridy 
1987). Although some research has focused on global 
accounts (Montgomery and Yip 2000; Yip and Madsen 
1996), KAM appears to be the most accepted term in recent 
publications (Jolson 1997; McDonald, Millman, and Rogers 
1997; Pardo 1997; Sharma 1997) and is the most widely 
used term in Europe.! 

Table 1 presents a summary of selected KAM research. 
We segment this research into articles focusing on (1) indi- 
vidual key account managers, (2) dyadic relationships 
between suppliers and key accounts, and (3) the design of 
key account programs. Given our objective of understanding 
the design of KAM approaches, Group 3 is most relevant to 
our article, 

Because Group | takes the individual key account man- 
ager as the unit of analysis, it is similar to personal selling 
research. Weeks and Stevens (1997) find considerable dis- 
satisfaction of key account managers with their current 
training programs. Boles, Barksdale, and Johnson (1996) 
identify behaviors required of key account salespeople in 
order to build successful key account relationships. 

Group 2 is closely related to relationship marketing 
tesearch. Several authors describe an evolutionary path of 
key account relationships from lower to higher degrees of 
involvement and collaboration (Lambe and Spekman 1997; 
McDonald, Millman, and Rogers 1997). Sharma (1997) 
finds that customers’ preference for being served by key 
account programs is particularly high when their buying 
process is long and complex. Sengupta, Krapfel, and 
Pusateri (1997b) study switching costs in key account 
relationships. 

Group 3, which focuses on overall management of key 
accounts, is the largest group, consistent with Pardo’s (1999, 
p- 286) conclusion that "Today, key account experts on both 
sides of the Atlantic agree on ... the problem of key account 
management as being an organizational one.” Although all 
studies in Group 3 deal with the design of key account pro- 
grams, none of these integrates the main aspects of key 
account program design within one study. 

Four main themes emerge from the literature on key 
account programs. First, key account programs encompass 
special (interorganizational) activities for key accounts that 
are not offered to average accounts. These special activities 
pertain to such areas as pricing, products, services, distribu- 
tion, and information sharing (Cardozo, Shipp, and Roering 





lIt is worth noting that some companies use different labels to 
denote various degrees of an account’s importance within a key 
account program (Napolitano 1997; Shapiro and Moriarty 1982). 
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1992; Montgomery and Yip 2000; Shapiro and Moriarty 
1984b). Second, key account programs frequently involve 
special (intraorganizational) actors who are dedicated to key 
accounts. These key account managers are typically respon- 
sible for several key accounts and report high in the organi- 
zation (Colletti and Tubridy 1987; Dishman and Nitse 1998; 
Wotruba and Castleberry 1993). They may be placed in the 
supplier’s headquarters, in the local sales organization of the 
key account’s country, or even in the key account’s facilities 
(Millman 1996; Yip and Madsen 1996). It is frequently 
stressed that key account managers need special compensa- 
tion arrangements and skills, which has implications for 
their selection, training, and career paths (Colletti and 
Tubridy 1987; Tice 1997). Third, KAM is a multifunctional 
effort involving, in addition to marketing and sales, func- 
tional groups such as manufacturing, research and develop- 
ment, and finance (Shapiro and Moriarty 1984b). Fourth, the 
formation of key account programs is influenced by charac- 
teristics of buyers and of the market environment, such as 
purchasing centralization, purchasing complexity, demand 
concentration, and competitive intensity (Boles, Johnston, 
and Gardner 1999; Stevenson 1980). 

We observe several shortcomings in prior research. First, 
the previous design issues have mostly been studied in isola- 
tion and have not been consolidated into a coherent frame- 
work. Shapiro and Moriarty’s (1984a, p. 34) assessment that 
“the term national account management program is fraught 
with ambiguity” is still valid. Second, there is a general lack of 
quantitative empirical studies on the design issues, particularly 
on the cross-functional linkages of KAM. The quantitative 
research that has been undertaken has essentially been descrip- 
tive and has not systematically developed and validated mea- 
sures. Third, much of the empirical work that has been done 
(and has driven conceptual ideas) is based on observations in 
large Fortune-500 companies with sophisticated, formalized 
key account programs. This excludes small and medium-sized 
companies that actively manage relationships with key 
accounts but do not formalize the KAM approach. Quantita- 
tive empirical research has not taken up Shapiro and Mori- 
arty’s (1984a, p. 5) comment in their early conceptual work 
that “the simplest structural option is no program at all.” 
Fourth, given that conceptual work has mentioned a variety of 
structural options (Shapiro and Moriarty 1984a), there is no 
broad-based empirical work that allows generalizations about 
how KAM is done in practice. We now position KAM research 
in a wider research context and evaluate the contribution of 
related research to the open issues in the KAM literature. 


Research Related to KAM 


Key account management can be subsumed under the wider 
context of personal selling and sales management research. 
From a sales management perspective, KAM represents one 
element within a differentiated sales force that stands next to 
other elements such as telemarketing, demonstration cen- 
ters, and traditional personal and face-to-face selling (Car- 
dozo, Shipp, and Roering 1987; Marshall, Moncrief, and 
Lassk 1999). According to Shapiro and Wyman (1981, p. 
104), “National account management thus is an extension, 
improvement, and outgrowth of personal selling.” 
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Most personal selling research has a different level of 
analysis than our work does. Although this literature has 
examined relationship-building activities for important cus- 
tomers (Jolson 1997; Weitz and Bradford 1999; Wotruba 
1991) and has produced empirical classifications based on 
activities (Moncrief 1986), its level of analysis is the indi- 
vidual salesperson. Thus, although potentially enhancing 
knowledge about individual key account managers, this 
research contributes little to understanding organizational 
approaches to KAM. 

In recent years, however, there has been a shift in the level 
of analysis from the individual salesperson to the selling team 
(Weitz and Bradford 1999). There is growing recognition that 
functional groups other than sales play an important role in 
interactions with customers (Hutt, Johnston, and Ronchetto 
1985; Spekman and Johnston 1986). The team-selling litera- 
ture has distinguished between “core selling teams” that are 
permanently assigned to customer accounts and the wider 
“selling center” that consists of members of all functional 
groups who participate on an ad hoc basis (Moon and Gupta 
1997; Smith and Barclay 1990). Moon and Armstrong (1994, 
p. 19) explicitly link team-selling literature to KAM by not- 
ing that “conceptually, national account teams can be viewed 
as selling teams ... that service large, complex customers.” 

The team-selling literature enhances our conceptual 
understanding of cross-functional cooperation for key 
accounts. One fundamental problem for sales managers is to 
obtain the cooperation of other organizational members 
without having formal authority over them (Spekman and 
Johnston 1986). Therefore, the achievement of selling tasks 
is hypothesized to be dependent on the selling center partic- 
ipants’ commitment to the selling team and its goals (Smith 
and Barclay 1993) and on their connection through commu- 
nication flows (Moon and Gupta 1997). However, empirical 
research on team selling is just as scarce as empirical 
research on cross-functional cooperation in KAM. 

At this point, it is important to clarify how our research 
perspective differs from the vast body of research on relation- 
ship marketing and market orientation. Relationship market- 
ing research focuses more on interorganizational issues 
between suppliers and their customers, such as how marketing 
relationships are built and maintained and what benefits accrue 
(Morgan and Hunt 1999). These are mostly assessed from the 
customer's perspective. On the contrary, our focus is more on 
how firms organize and cooperate internally. In addition, our 
level of analysis is the KAM approach (which encompasses 
relationships with several important customers), whereas the 
unit of analysis in most of the relationship marketing literature 
is a given dyadic relationship with an individual customer. 
Because most firms have the challenge to array their organiza- 
tional resources at a set of strategically important customers 
rather than just one customer, ours is an important perspective 
for study. Market orientation research, in turn, studies both 
intraorganizational and interorganizational cooperation to cre- 
ate superior value for buyers. However, this research studies 
constructs on a high level of abstraction. Another key differ- 
ence from KAM is that market orientation literature treats the 
customer base as a whole and does not differentiate between 
important customers and average customers. 


An Integrative Conceptualization 
of KAM 


Approach to the Conceptualization 


In this section, we blend the insights from prior literature into 
an integrative conceptualization of KAM. Our conceptualiza- 
tion is composed of fundamental dimensions of KAM, each of 
which comprises several key constructs. Because we use these 
constructs to develop a taxonomy of KAM approaches subse- 
quently, we give great care to their selection. As Bailey (1994, 
p. 2) notes, “One basic secret to successful classification, then, 
is the ability to ascertain the key or fundamental characteris- 
tics on which the classification is to be based.” The literature 
suggests several different, partly contradictory guidelines for 
the selection of input variables to a classification (for a review, 
see Rich 1992). There is consensus that the input variables 
should be derived from theory and should be meaningful for 
the subject under study. Therefore, given our integrative per- 
spective on KAM, we derive theory-based constructs from the 
literature that are comparable across a range of industries. 
The degree of admissible interdependencies among the 
cluster variables is more debated. Whereas Sneath and Sokal 
(1973) advocate to exclude variables that are logically or 
empirically correlated, Arabie and Hubert (1994, p. 166) 
note that “it is difficult to imagine empirical data arising in 
the behavioral sciences that would have all columns mutu- 
ally independent.” In addition, from a methodological van- 
tage point, there is no assumption of uncorrelated variables 
in most cluster methods (Milligan 1996, p. 347). We concur 
with the latter viewpoint in that we accept some conceptual 
overlap and correlation among the constructs. However, we 
ensure discriminant validity in measuring these constructs. 
Another debate refers to the balance between complete- 
ness and parsimony of the input variables. Whereas Mc- 
Kelvey (1975, p. 514) recommends that researchers “define 
as many organizational attributes as possible,” Mayr (1969) 
notes that there is little point in using more dimensions than 
are necessary to build a sound taxonomy. From a method- 
ological angle, the presence of spurious dimensions (i.e., 
dimensions that do not differentiate among clusters) has been 
shown to have a detrimental effect on the performance of 
clustering methods. Punj and Stewart (1983, p. 143) caution 
“to avoid ‘shotgun’ approaches where everything known 
about the observations is used as the basis for clustering.” 
Therefore, we distinguish between two types of variables in 
developing our taxonomy. First, we identify parsimonious 
sets of theory-based key constructs that serve as "active" 
input variables for the cluster algorithm. Second, we comple- 
ment these with several “passive,” nontheoretical, descriptive 
variables, which we use to characterize the clusters further. 


Fundamental Dimensions of KAM 


We begin our conceptualization of KAM by identifying the 
fundamental dimensions of the KAM phenomenon. Prior 
research on dimensions of KAM can be summarized in 
terms of three basic questions: (1) What is done? (2) Who 
does it? and (3) With whom is it done? However, as we have 
elaborated in the literature review, the scope of prior 
research has been limited to formalized key account pro- 


grams with designated key account managers in place. We 
claim that to formalize or not to formalize the key account 
approach represents a decision dimension of its own. There- 
fore, we add a fourth question to KAM research: (4) How 
formalized is it? This leads us to conceptualize four dimen- 
sions of KAM. Drawing on research on the management of 
collaborative relationships that has distinguished among 
activities, actors, and resources (Anderson, Hákansson, and 
Johanson 1994; Narus and Anderson 1995), we refer to the 
four dimensions as (1) activities, (2) actors, (3) resources, 
and (4) formalization. The first dimension refers to interor- 
ganizational issues, and the other three refer to intraorgani- 
zational issues in KAM. Figure 1 visualizes our conceptual- 
ization of KAM. 

Previous definitions of KAM have tended to focus on spe- 
cific dimensions of KAM. Some authors focus on special 
activities for key accounts. For example, Barrett (1986, p. 64) 
states that "National account management simply means tar- 
geting the largest and most important customers by providing 
them with special treatment in the areas of marketing, admin- 
istration, and service" Others emphasize the dedication of 
special actors to key accounts. Yip and Madsen (1996, p. 24), 
for example, note that “National account management 
approaches include having one executive or team take overall 
responsibility for all aspects of a customer's business." Our 
conceptualization is more integrative because it encompasses 
activities and actors, as well as resources and formalization. 

We now go through each of the four fundamental dimen- 
sions of KAM to identify parsimonious sets of theoretically- 
based key constructs, which we use as (active) input vari- 
ables for the cluster algorithm leading up to the taxonomy. 
We then identify additional descriptive (passive) variables 
that help enrich our descriptions of the clusters. 


Activities. As we have shown, both the KAM literature 
(e.g., Lambe and Spekman 1997; Montgomery and Yip 
2000; Napolitano 1997; Shapiro and Moriarty 1984b) and 
the relationship marketing literature suggest inventories of 
activities that suppliers can carry out for their key accounts. 
Among these are special pricing, customization of products, 
provision of special services, customization of services, 
joint coordination of the workflow, information sharing, and 
taking over business processes the customers outsources. 
The first question that arises with respect to organizational 
activities is how intensely they should be pursued. Shapiro 
and Moriarty (1980, p. 5) argue that "[a] key issue here is: 
How will or does the servicing of national accounts differ 
from that of other accounts?" Therefore, we define activity 
intensity as the extent to which the supplier does more for 
key accounts than for average accounts. 

In addition to the level of intensity on an activity, 
another important conceptual issue is the origin of that 
intensity. Given that powerful customers often force their 
suppliers into special activities, the question arises whether 
the supplier or the key account proposes a special activity. 
Millman (1999, p. 2) observes that “some ... programs are 
seller-initiated, some are buyer-initiated.” Empirical results 
by Sharma (1997) and Montgomery and Yip (2000) indicate 
that supplier firms indeed use KAM in response to customer 
demand for it. According to Arnold, Birkinshaw, and Toulan 
(1999, p. 15), "the proactive-reactive dimension matters a 
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FIGURE 1 
Conceptualization of KAM 
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great deal.” Therefore, we define activity proactiveness as 
the extent to which activities are initiated by the supplier. 


Actors. Probably the most frequently discussed topic in 
key account program research is which special actors partic- 
ipate in key account activities. These specialized actors can 
be viewed as a personal coordination mode in KAM. The 
participation of special actors has a horizontal and a vertical 
component. The KAM literature suggests that there are 
many possibilities for horizontally placing KAM actors, 
ranging from a line manager who devotes part of his or her 
time to managing key accounts to teams that are fully dedi- 
cated to key accounts (Shapiro and Moriarty 1984a). Simi- 
larly, Olson, Walker, and Ruekert (1995) present a range of 
coordination mechanisms with a permanent team at one end 
of their continuum. Marshall, Moncrief, and Lassk (1999, p. 
96) note that “team work is a fairly new concept in manag- 
ing accounts and that salespeople are working in a team for- 
mat much more today than in the past”” Cespedes, Doyle, 
and Freedman (1989) even argue that selling is no longer an 
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individual activity but rather a coordinated team effort. It 
has been suggested that the use of teams is a reaction to the 
use of purchasing teams on the buyer side (Hutt, Johnston, 
and Ronchetto 1985). We define the use of teams as the 
extent to which teams are formed to coordinate activities for 
key accounts. 

Whereas teams refer to the horizontal participation in 
KAM, another fundamental issue pertains to vertical partic- 
ipation. The KAM actors may be placed at the headquarters, 
at the division level, or at the regional level (Shapiro and 
Moriarty 1984a). The importance of senior executive 
involvement in KAM has frequently been underscored in the 
KAM literature. As Millman and Wilson (1999, p. 330) 
note, KAM “is a strategic issue and the process should 
therefore be initiated and overseen by senior management.” 
Napolitano (1997, p. 5) points out that “Top management 
must also play the lead role in securing business unit man- 
agement support for the program.” This view is supported by 
writers on strategy implementation, who argue that the orga- 


nization is a reflection of its top managers (Hambrick and 
Mason 1984). Empirical support for the importance of top 
management has been provided by Jaworski and Kohli 
(1993), who find that market orientation is positively related 
to top management’s emphasis on it. Therefore, we define 
top-management involvement as the extent to which senior 
management participates in KAM. The top-management 
involvement construct, adopted from the literature on strat- 
egy implementation and market orientation, is conceptually 
close to the centralization construct used in organization 
theory, which refers to the extent of decision authority that 
is concentrated on higher hierarchical levels. 


Resources. As Shapiro and Moriarty (1984a, p. 2) note, 
“Much of the [national account management] concept as 
both a sales and a management technique revolves around 
the coordination of all elements involved in dealing with the 
customer.” The KAM literature and the team-selling litera- 
ture have pointed out that support is needed for key account 
activities from such diverse functional groups as marketing 
and sales, logistics, manufacturing, information technology, 
and finance and accounting (Moon and Armstrong 1994; 
Shapiro and Moriarty 1984b). “The key question, then, is: ... 
how can a salesperson obtain needed resources?” (Moon and 
Gupta 1997, p. 32). Obtaining resources has a pull and a 
push component. 

In some cases, key account managers have special organi- 
zational power to ensure full cooperation from other organiza- 
tional members. In other cases, key account managers must 
rely on their informal powers and interpersonal skills 
(Spekman and Johnston 1986, p. 522). Because the key 
account manager is typically part of the sales function (Shapiro 
and Moriarty 1984a), this lack of authority is most obvious for 
functional resources outside marketing and sales. We define 
access to nonmarketing and nonsales resources as the extent 
to which a key account manager can obtain needed contribu- 
tions to KAM from nonmarketing and nonsales groups. 

However, even within the marketing and sales function, a 
key account manager may face difficulty in receiving support 
for his or her tasks (Homburg, Workman, and Krohmer 1999; 
Platzer 1984). One common problem is the lack of authority 
over regional sales executives who handle the local business 
with global key accounts (Arnold, Birkinshaw, and Toulan 
1999). For example, regional sales entities often resist com- 
panywide agreements on prices or service standards. There- 
fore, we define access to marketing and sales resources as 
the extent to which a key account manager can obtain needed 
contributions to KAM from marketing and sales groups. 

Whereas access to resources refers to pulling on 
resources, research on team selling has frequently empha- 
sized that the achievement of cross-functional integration in 
the selling center is facilitated if the participating functions 
themselves push cooperation (Smith and Barclay 1993). 
Day (2000, p. 24) notes that to develop strong relationships 
with customers, “a relationship orientation must pervade the 
mind-sets, values, and norms of the organization.” Jaworski 
and Kohli (1993) refer to this concept of interdepartmental 
culture as esprit de corps. Culture is often viewed as a 
resource: “Organizational resources are the assets the firm 
possesses that arise from the organization itself, chief 
among these are the corporate culture and climate” (Morgan 


and Hunt 1999, p. 284). Fisher, Maltz, and Jaworski (1997) 
note that esprit de corps fosters the exchange of customer 
and market information. Therefore, we define the esprit de 
corps of the selling center as the extent to which selling cen- 
ter participants feel obliged to common goals and to each 
other. 


Formalization. As Shapiro and Moriarty (1984a, p. 4) 
note, one of the “major organizational decisions that must be 
made as a company approaches a NAM program [is,] 
Should there be a NAM program or no program?” We 
believe that the distinction between more or less pro- 
grammed approaches is highly relevant. As we show in our 
literature review, KAM approaches that do not have a key 
account program in place are underresearched. 

Characteristics of KAM programs are the definition of 
reporting lines and formal linkages between departments, 
the establishment of formal expense budgets, the documen- 
tation of processes, and the development of formal guide- 
lines for how to handle the accounts (Boles, Pilling, and 
Goodwyn 1994). In essence, the design decision of 
installing a key account program revolves around the extent 
to which KAM should be formalized. Consistent with writ- 
ers on marketing organization (Olson, Walker, and Ruekert 
1995; Workman, Homburg, and Gruner 1998), we define the 
formalization of a KAM approach as the extent to which the 
treatment of the most important customers is governed by 
formal rules and standard procedures. Thus, formalization 
can be viewed as an impersonal coordination mode, as 
opposed to top-management involvement and use of teams, 
which represent personal coordination modes in KAM. 


Additional Descriptive Variables 


In addition to the theoretical constructs developed previ- 
ously, the KAM literature also suggests several descriptive 
variables to characterize KAM approaches. These variables 
refer to concrete, mostly demographic features of KAM 
approaches, such as the positions of key account managers. 
Because these variables are not theory based, we do not use 
them as input to the cluster procedure. However, given that 
these variables have frequently been discussed in KAM pub- 
lications, we use them to enrich our interpretation of differ- 
ent KAM approaches subsequently. 

In many companies, KAM teams are led by a key 
account manager. We define the key account coordinator as 
the person who is mainly responsible for coordinating activ- 
ities related to key accounts. The first descriptive variable 
refers to the position of the key account coordinators. One 
possibility is to establish dedicated full-time positions for 
the coordination of key accounts (Pegram 1972). A funda- 
mental question in this context is whether key account coor- 
dinators are placed in the supplier’s headquarters or locally 
in the country or geographic region of the key account’s 
headquarters. An alternative to the full-time option is a part- 
time responsibility. As Shapiro and Moriarty (1984a, p. 5) 
note, “the task is often taken on by top-level managers.... In 
other companies top marketing and sales managers and/or 
field sales managers take the responsibility.” The second 
descriptive variable connects directly to this question of 
part-time versus full-time responsibility. We define the key 
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account coordinators' dedication to key accounts as the per- 
centage of their time they spend managing key accounts ver- 
sus average accounts. Another question related to the allo- 
cation of time is how much time is spent with customers 
compared with the time devoted to internal coordination. 
Colletti and Tubridy (1987) report that 40% of a major 
account sales representative's time is administration work. 
We define the internal orientation of key account coordina- 
tors as the percentage of their time they spend on internal 
coordination versus external interaction with customers. A 
final descriptive question that has frequently been raised in 
KAM studies is how many accounts key account coordina- 
tors are typically looking after (Dishman and Nitse 1998; 
Sengupta, Krapfel, and Pusateri 1997a; Wotruba and Castle- 
berry 1993). We define the span of accounts as the number 
of accounts for which key account coordinators are 
responsible. 


Outcomes 


One of our objectives is to go beyond the conceptualization 
of KAM approaches and the taxonomy to explore the per- 
formance effects of design decisions. We distinguish 
between outcomes with respect to key accounts and out- 
comes on the level of the overall organization. Given that 
KAM involves investing in special activities and actors for 
key accounts that are not available for average accounts, we 
define KAM effectiveness as the extent to which an organi- 
zation achieves better relationship outcomes for its key 
accounts than for its average accounts. Although the benefits 
of KAM have often been claimed in the KAM literature, 
empirical evidence on the outcomes of KAM is rare and 
methodologically limited to t-tests or correlations of single- 
item ratings of performance (Platzer 1984; Sengupta, 
Krapfel, and Pusateri 1997a; Stevenson 1981). A much bet- 
ter understanding of the outcomes of collaborative relation- 
ships has been developed by relationship marketing research 
(e.g., Kumar, Scheer, and Steenkamp 1995). This literature 
suggests that firms, through building relationships, pursue 
such outcomes as long-term orientation and continuity (e.g., 
Anderson and Weitz 1989; Ganesan 1994), commitment 
(e.g., Anderson and Weitz 1992; Geyskens et al. 1996; 
Gundlach, Achrol, and Mentzer 1995), trust (e.g., Geyskens, 
Steenkamp, and Kumar 1998; Moorman, Deshpandé, and 
Zaltman 1993; Rindfleisch 2000), and conflict reduction 
(e.g., Frazier, Gill, and Kale 1989). 

Some authors indicate that KAM has outcomes not only 
with respect to key accounts but also at the organization 
level. As Cespedes (1993, p. 47) notes, “Another benefit 1s 
the impact on business planning. Salespeople at major 
accounts are often first in the organization to recognize 
emerging market problems and opportunities.” 
Organization-level outcomes are also affected by average 
accounts. Following Ruekert, Walker, and Roering’s (1985) 
terminology, we distinguish among adaptiveness, effective- 
ness, and efficiency. We define them as follows: 


*Adaptiveness 1s the ability of the organization to change mar- 
keting activities to fit different market situations better than its 
competitors, 

*Performance in the market is the extent to which the organiza- 
tion achieves better market outcomes than its competitors, and 
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*Profitability is the organization's average return on sales 
before taxes over the past three years. 


Methodology 


Data Collection and Sample 


Given our research objective of identifying prototypical 
approaches to KAM, we collected data using a mail survey 
in five business-to-business sectors in the United States and 
Germany. The questionnaire was initially designed in Eng- 
lish and based on an extensive literature review and on field 
interviews with 25 managers, consultants, and academics in 
Germany and 25 in the United States on major trends in 
marketing organization (Homburg, Workman, and Jensen 
2000). To ensure equivalent questionnaires in the two coun- 
tries, the English version of the questionnaire was first trans- 
lated into German by one expert translator and then retrans- 
lated into English by a second; both translators were 
bilingual. The two expert translators reconciled differences. 
We pretested the resulting two versions of the questionnaire 
and modified them in the United States and Germany on the 
basis of comments from 8 marketing and sales managers 
who completed the entire survey. 

An important issue in designing our empirical study is 
obtaining the appropriate informants. We reiterate that the 
object of our research is the overall organizational approach 
toward the entire portfolio of key customers. A first impli- 
cation of this is that, for the intraorganizational issues, the 
number of potential informants is limited to higher-level 
managers who have an overview over the marketing and 
sales organization. À second implication is that, regarding 
the outcomes of KAM, ideally the dyadic perceptions of all 
key accounts would need to be combined. In light of the 
obvious selection problems to obtain multiple, knowledge- 
able, high-level respondents as well as participation from 
several key accounts, we opted for a key informant 
approach. Although the single-respondent design curbs the 
generalizability of the results, John and Reve's (1982, p. 
522) findings "indicate that careful selection of informants 
in conjunction with the use of internally consistent multi- 
item scales can provide reliable and valid data." On the basis 
of the field interviews, we determined that the most appro- 
priate respondent is the head of the sales organization. We 
strove to minimize the limitation imposed by the single- 
informant design by determining the competence of the 
respondent to answer the survey. We excluded answers from 
lower-level respondents and from respondents with less than 
two years' experience in the selling organization from the 
analysis. As the description of our sample shows, our 
respondents are high-level managers. 

We obtained a random sample of 1000 U.S. and 1000 
German firms in the five business-to-business sectors from 
commercial list providers and sent an initial survey to the 
head of the sales organization. The cover letter and direc- 
tions on the survey indicated that the survey should be 
answered by a vice president (VP) or director of sales or 
should be forwarded to someone familiar with how the 
firm's most important set of customers is managed. Because 
prior research has shown that managerial practice has dif- 


ferent labels to denote important customers, we asked 
respondents to fill out the survey with respect to their most 
important set of business customers, regardless of the label 
they use for these customers. We sent a reminder postcard 
one week after the initial mailing to encourage response. We 
made follow-up telephone calls starting two weeks later to 
verify the contact name and the appropriateness of the firm 
for participation in the study and to encourage response. The 
survey was mailed a second time to all people approxi- 
mately four weeks after the initial mailing. On the basis of 
the telephone calls and undeliverable mail, we determined 
that 174 of the U.S. firms and 171 of the German firms were 
inappropriate for the study. We received responses from 264 
German firms and 121 U.S. firms, for effective response 
rates of 31.8% and 14.6%, respectively, and an overall 
response rate of 23.3% (for the sample composition, see 
Table 2). These response rates are in the range reported by 
other surveys sent to senior-level sales and marketing man- 
agers (Harzing 1997) and are comparable to the response 
rates of other data collections for taxonomic purposes (Bunn 
1993; Cannon and Perreault 1999). 

We controlled for a possible nonresponse bias in three 
ways. First, we divided the data into thirds in each country 
on the basis of the number of days from initial mailing to 
response (Armstrong and Overton 1977). The t-tests within 
each country between mean responses of early and late 
respondents indicated no statistically significant differences 
(p < .05). Second, we compared the German and the U.S. 
subsamples. The distributions in the subsamples do not dif- 
fer statistically by revenue and by industry on the basis of 
chi-square tests (p > .05). Third, we compared the resulting 


KAM types to approaches identified in prior literature. As 
we elaborate in the “Results” section, we found that our tax- 
onomy reflects all approaches to KAM that have been dis- 
cussed previously. This supports the external validity of our 
taxonomy. We even detect several less formalized 
approaches that have not been described previously. 


Measure Development Procedures 


General measurement approach. Given the scarcity of 
prior empirical research, most scales for the study were newly 
generated. We used three types of measures in the survey: 
single-item measures, reflective multi-item measures, and for- 
Mative multi-item measures. A single-item measure used in 
the survey was profitability. If observed variables (and their 
variances and covariances) were manifestations of underlying 
constructs, we used a reflective measurement model (Bagozzi 
and Baumgartner 1994). In that case, we can assess the scales’ 
psychometric properties by means of criteria based on confir- 
matory factor analysis (Anderson and Gerbing 1988; Fornell 
and Larcker 1981). If necessary, we purified the item pools. 
Confirmatory factor analysis is considered superior to more 
traditional criteria (such as Cronbach’s alpha) in the context of 
scale validation because of its less restrictive assumptions 
(Anderson and Gerbing 1988; Bagozzi, Yi, and Phillips 1991). 
We applied reflective measures if not otherwise indicated. 

If a construct was a summary index of observed vari- 
ables, a formative measurement model (Bagozzi and Baum- 
gartner 1994) is more appropriate. In that case, observed 
variables cover different facets of the construct and cannot 
be expected to have significant intercorrelations. We used a 
formative scale to measure the proactiveness of activities for 


TABLE 2 
Sample Composition 





A: Position of Respondents 


Managing director, CEO, VP of region, head of business unit 
VP marketing, VP sales, VP sales and marketing 

Head of KAM, key account manager 

Sales manager, product manager 

Other 


B: Demographics of the Firms 
Industry* Chemical and pharmaceutical 
Machinery 
Computer and electronics 
Banks and insurances 
Food and packaged goods 


«$15 million 
$15—$30 million 
$30—$60 million 
$60-$150 million 

$150-$300 million 
$300—$600 million 
$600—$1,500 million 
>$1,500 million 


*Equal structure of subsamples based on px?) > .05. 


Annual Revenues* 


Total 
(n z 385) 
1996 
49% 
9% 
I 19% 
3% 
Germany United States Total 
(n = 264) (n = 121) (n 2 385) 
2496 18% 22% 
22% 30% 25% 
17% 14% 16% 
17% 11% 15% 
20% 27% 22% 
5% 10% 6% 
14% 11% 13% 
20% 15% 18% 
17% 24% 19% 
13% 11% 13% 
11% 13% 12% 
5% 10% 6% 
14% 11% 13% 
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key accounts because, unlike intensity, the proactiveness on 
one activity item is not intercorrelated with the proactive- 
ness on another. As an example, intense coordination of 
manufacturing schedules (high intensity) often requires 
highly coordinated logistics (high intensity). However, if a 
key account demands that the supplier coordinate manufac- 
turing processes (low proactiveness), it may be the supplier 
who comes up with the suggestion to coordinate logistics as 
well in order to accomplish coordinated manufacturing 
(high proactiveness). Thus, although high intensity on one 
activity goes along with high intensity on another, this can- 
not be expected for proactiveness. The proactiveness con- 
struct must be understood in terms of a proactiveness index 
across the partial activities. 


Control variables. In examining the performance effects 
of KAM, we have controlled for the effects of two environ- 
mental variables. Uncertainty has been identified as a deter- 
minant of performance in much of the research on organi- 
zation theory and strategy. Specifically, we control for 
market dynamism. If customers’ structures and needs 
change rapidly, it becomes more difficult for suppliers to be 
responsive to those needs. We also control for competitive 
intensity, which has been argued by many strategy 
researchers to be one of the most important determinants of 
performance (e.g., Porter 1980). Both control variables 
have frequently been employed in the related literature on 
market orientation (e.g., Jaworski and Kohli 1993; Pelham 
1999). 

Scale assessment. The Appendix provides our scale items 
and scale properties. We assessed measure reliability and 
validity using confirmatory factor analysis. Composite relia- 
bility represents the shared variance among a set of observed 
variables that measures an underlying construct (Fornell and 
Larcker 1981). Each construct manifests a composite relia- 
bility of at least .6 (Bagozzi and Yi 1988, p. 82). In addition, 
coefficient alpha values suggest a reasonable degree of inter- 
nal consistency among the corresponding indicators. Nun- 
nally (1978) recommends a threshold alpha value of .70 but 
suggests in a previous work (1967, p. 226) that a level of .6 
is acceptable for exploratory research subjects (see also Mur- 
phy and Davidshofer 1988). For each of the KAM dimen- 
sions, outcomes, and control variables, we assessed discrim- 
inant validity on the basis of the criterion suggested by 
Fornell and Larcker (1981), which is recognized as more rig- 
orous than the alternative chi-square difference test. 

To ensure measurement invariance across countries, we 
followed the procedure suggested by Steenkamp and Baum- 
gartner (1998). Given our objective to test dependence rela- 
tionships among variables, configurational invariance and 
metric invariance must be fulfilled. Configurational invari- 
ance implies that the factorial structure underlying a set of 
observed measures is the same across the two countries. Met- 
ric invariance is a stricter criterion that assesses whether the 
units of measurement (i.e., the scale intervals) are equivalent 
in the German and the U.S. subsamples. Using multiple- 
group confirmatory factor analysis, we found full configura- 
tional invariance and at least partial metric invariance (at 
least two items were metric invariant) for our constructs. 
Therefore, merging the two national subsamples is valid. 
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Taxonomic Procedures 


In the previous sections, we have identified fundamental 
dimensions of KAM approaches and have established rigor- 
ous measures of key constructs. Next, we give a brief sum- 
mary of how we technically proceeded in identifying con- 
figurations of KAM on the basis of these key constructs. 
Given our objective of identifying prototypical approaches, 
we first decided to use nonoverlapping clustering and a dis- 
tance measure. We followed the procedure used by Bunn 
(1993) and by Cannon and Perreault (1999) and took a 
multistage clustering approach. The two central issues in 
clustering are determining the appropriate number of clus- 
ters and assigning the observations to clusters. 

We used the hierarchical clustering algorithm developed 
by Ward (1963) in combination with Sarle's (1983) cubic 
clustering criterion to determine the appropriate number of 
clusters. The cubic clustering criterion has been among the 
top-performing criteria in Milligan and Cooper's (1985) 
comparative study of 30 methods for estimating the number 
of population clusters. Ward's (1963) algorithm seeks at 
each step to form mutually heterogeneous and internally 
homogeneous clusters in the sense of the least error sum of 
squares. Because of the method's sensitivity to outliers, we 
standardized the clustering variables by dividing each vari- 
able by its range. Clustering ten randomly selected subsam- 
ples from our data, each containing two-thirds of the sam- 
ple, we found strong support for an eight-cluster solution.2 
We also evaluated the stability of the result after eliminating 
outliers. 

We then clustered the complete sample by means of a 
hybrid approach combining Ward's (1963) method with the 
k-means approach (Punj and Stewart 1983). Simulation 
studies on the performance of clustering algorithms demon- 
strate that partitioning methods (e.g., k-means) yield excel- 
lent results if given a reasonable starting solution (for an 
overview, see Milligan and Cooper 1987). Using Ward's 
method to compute a starting solution for k-means has been 
shown to be a powerful combination (Helsen and Green 
1991) and has been recommended by Punj and Stewart 
(1983). Arabie and Hubert (1994, p. 169) note that "Nearly 
a decade later, that recommendation still seems like a good 
one." Finally, we cross-validated the stability of the cluster 
assignment using the procedure recommended by Cannon 
(1992).3 


Results 


Taxonomy of Approaches to KAM 


Given that we obtained the clusters on the basis of a purely 
technical procedure, we need to ensure that different clusters 
are not the consequence of different understandings of what 


2Seven subsamples manifested eight clusters, one manifested 
seven clusters, and two manifested no-cluster structure according 
to the cubic clustering criterion for a range of one to ten clusters. 

3We split the sample into three equally large subsamples (A, B, 
and C) and ran through the hybrid approach twice for {A U B) and 
(B UC}. We then evaluated whether observations in Subsample B 
had been assigned to the same cluster in both runs. 


an important account is. Therefore, we controlled for the 
importance of the criteria companies use to define and select 
their most important customers. For all clusters, the current 
and the potential sales volume dominates other criteria, such 
as learning about key technologies, the international scope 
of the account, the possibility of using the account as a ref- 
erence, demand for special treatment by the account, or 
internal coordination problems in catering to the account. In 
conclusion, our statistical tests show that the clusters are 


comparable. 


The last step in the taxonomy is to validate the recog- 
nizability of the clusters, which verifies whether they have 
meaningful interpretations (Rich 1992). Table 3 shows the 
cluster means for each of the eight cluster variables. Fol- 
lowing the interpretation steps suggested by Bunn (1993), 
we first compared the clusters on the basis of Duncan’s 
multiple-range test and then transferred the resulting bands 
into verbal descriptions of a cluster’s position with respect 
to the cluster variables (see Table 4). The results for the 
additional descriptive variables are shown in Tables 3 and 5. 








TABLE 3 
Cluster Description 
Cluster 
Cross- 
Top- Middle- Operat- func- 
Manage- Manage- Ing- tlonal, Unstruc- Country- 
ment ment Level dominant tured Isolated Club 
Dimen- KAM KAM KAM KAM KAM KAM KAM NoKAM Total 
slon Variable (n=37) (n=76) (n=57) (n=44) (n=38) (n=40) (n=37) (n=46) (n-375) 
Activities Activity 
intensity 5.08b  4.99b 5.15be 5.44c 4.75b 5.005 4.198 4.11a 4.86 
Activity 
proactiveness — 4.15bc 4.135c 4.278b 4.604 3.8385 4.16bc 3.548 3. 7gab 4.08 
Formali- Approach 
zation formalization 5.48f 5.05e 4.584 5.64f 2.81b 3.64¢ 2.128 2.720 4.15 
Actors Top- 
management 
involvement 5.66 3.98c 3.19b 4.480 2.528 4.23cd 4.594 3.195 3.93 
Use of teams 5.054 3.08b 5.32de 5.62* 3.16b 4.49c 2.188 2.53 3.93 
Resources Selling 
center esprit 
de corps 5.57¢ 5.285 §.52¢ 6.144 5.974 3.93 4.69b 3.828 5.14 
Access to 
marketing 
and sales 
resources 5.34bc 5.82de 5.11b 6.51! 5.954 5.50cd 6.44t 4.488 5.62 
Access to 
nonmarketing 
and nonsales 
resources 4.378 5.185 4.428 6.05¢ 5.51b 4.298 5.400 4.13 4.92 
Additional Dedication 
Descriptive to key 
Variables accounts 7396€ 66969bc ` 7096bc 73966 57%A 66955bc ` Gääabe  57%ab 66% 
Internal 
orientation 50%b 49% ab 49% ab 46965 6296c 51968b 49959b |^ 5896bc 5196 
Span of 
accounts 
(median) 5 5 5 5 5 5 8 10 5 


———MMM— M——MM———MÀ——————MM—MM————————ÀÓ—— 

Notes: Reported values are mean values if not otherwise noted. In each row, cluster means that have the same superscript are not significantly 
different (p < .05) on the basis of Duncan's multiple-range test. Means In the lowest band are assigned “a,” means in the next highest 
band "b," and so forth. Means in the highest band are printed in bold; means In the lowest band are In italics. 
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TABLE 4 











Verbal Cluster Description 
KAM Approach 
Cross- 
func- 
Top- Middle- Operat- tional, 
Manage- Manage- ing- domi- Unstruc- Country- 
ment ment Level nant tured Isolated Club 
KAM KAM KAM KAM KAM KAM KAM No KAM Total 
Varlable (n=37) (n=76) (n=57) (n=44) (n=38) (n=40) (n=37) (n=46) (n=375) 
Activity Medium- Medium Medium- High Medium Medium Low Low 
intensity high high 
Activity Medium Medium Low- High Low- Medium Low Low- 
proactiveness medium medium medium 
Approach Very High Rather Very Low Rather Vory Low 
formalization high high high low low 
Top-management Very Medium Low High Very Medium- High Low 
involvement high low high 
Use of teams Much Little Much- Very Little Medium Very Very 
very much little little 
much 
Selling center Rather Rather Rather Strong Strong Weak Rather Weak 
esprit de corps strong weak strong weak 
Access to Rather High Low Very Rather Medium Very Very 
marketing and low high high high - low 
sales resources 
Access to Low Medium Low Medium Low Medium Low 
nonmarketing 
and nonsales 
resources 


Notes: Means in the highest band are printed in bold; means in the lowest band are in italics. 


We now interpret the clusters in turn and assign labels to 
the approaches. Although there are risks of oversimplifica- 
tion in using such labels, they serve the didactic purpose of 
highlighting empirically distinct aspects of different 
approaches and facilitate the discussion of the results. 


Top-management KAM. Top-management KAM truly 
deserves the name “program.” These companies highly for- 
malize the management of their key accounts. More than 
60% of companies in this cluster have dedicated sales man- 
agers who coordinate activities for key accounts, which is 
consistent with the finding that 73% of key account coordi- 
nators’ time is devoted to key accounts. Of the approaches, 
top-management KAM manifests the highest degree of top- 
management involvement in KAM. Therefore, it is not sur- 
prising that this approach is managed out of the company 
headquarters (86.1% of key account coordinators are based 
in the suppliers’ headquarters). In addition to heavy top- 
management involvement, these companies make extensive 
use of teams. Activities for key accounts are intense and are 
proactively initiated. An interesting finding is that selling 
center esprit de corps is high, whereas access to marketing 
and sales as well as nonmarketing and nonsales resources is 
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low. This may suggest that access to resources is barely 
needed. Top management might negotiate umbrella con- 
tracts, which operative teams carry out using highly stan- 
dardized procedures. 

Middle-management KAM. Middle-management KAM 
manifests a high level of formalization, but in contrast to the 
first approach, top-management involvement is medium. 
Intensity and proactiveness with respect to activities are also 
on a medium level. These results may suggest that these 
companies have installed a formal key account program, but 
on a middle-management level. Our interpretation is sup- 
ported by the finding that 28.8% of key account coordinators 
are locally based in this approach, compared with 13.8% in 
top-management KAM. That key account managers are 
often locally based may also explain the high access to mar- 
keting and sales resources. On the contrary, selling center 
esprit de corps and access to nonmarketing and nonsales 
resources are low, which gives the overall impression that 
KAM in these companies is mainly driven by (local) middle 
management in the marketing and sales function. 

Operating-level KAM. Companies using operating-level 
KAM are doing a lot for their key accounts and have con- 
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siderably standardized procedures. In these aspects, this 
approach is comparable to top-management KAM and 
middle-management KAM. However, top-management 
involvement is lower than in these other approaches. Not 
surprisingly, access to functional resources is low. Whereas 
the VP of sales or marketing is the key account coordinator 
in 27.4% of top-management KAM companies and 23.1% 
of middle-management KAM companies, this is only the 
case for 9.8% of companies in the operating-level KAM 
cluster. The low degree of top-management involvement, 
along with fairly developed activities and teams, suggests 
that this KAM approach is mainly borne by the operating 
level. None of the other approaches has such a high per- 
centage of companies with dedicated sales managers for key 
accounts (70.8%), 17.1% of whom are locally based. 


Cross-functional, dominant KAM. The companies using 
cross-functional, dominant KAM have the highest values for 
nearly all variables. First, activities are intense and are 
proactively created. Second, formal procedures and team 
structures are fully developed. Top management is strongly 
involved. Third, selling center esprit de corps and access to 
functional resources are high. Of cross-functional KAM 
companies, 65.6% have dedicated sales managers as key 
account coordinators. Their share of time spent externally 
with the customer is the highest of all approaches, as is 
reflected by the 46% of time spent on internal orientation. 
The overall picture suggests that these companies are com- 
pletely focused on their key accounts. It seems that, in these 
companies, customer management is virtually identical with 
KAM. 


Unstructured KAM. As shown by the low values on for- 
malization, top-management involvement, and use of teams, 
companies using unstructured KAM have not created spe- 
cial organizational structures for key accounts and do not 
have a program in place. This is consistent with the obser- 
vation that activities are more a reaction than a proactive ini- 
tiative, as is indicated by the 3.83 mean on proactiveness. 
Moreover, KAM comes mainly out of the headquarters, and 
key account coordinators are often normal sales managers 
(18.5% compared with 6.3% in cross-functional KAM). We 
observe that 62% of key account coordinator time is spent 
on internal coordination, the highest percentage of all clus- 
ters. This may account for the extremely high esprit de corps 
for KAM among selling center members and for the ease of 
obtaining contributions from marketing and sales as well as 
other functional resources. The overall impression is that 
these companies are pursuing KAM on an ad hoc basis, 
mobilizing internal resources only when the key accounts 
ask for it. Of these companies, 11.1% name the general 
manager to be the key account coordinator, though top- 
management involvement is the lowest of all approaches. 
This suggests that the general management’s responsibility 
exists on paper only. 


Isolated KAM. Intensity and proactiveness of activities 
as well as formalization and use of teams manifest midrange 
values in the isolated KAM cluster. This implies that these 
companies are trying to do something for key accounts, 
which is supported by the finding that top management is 
fairly involved. The most striking feature is that in 44.4% of 
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companies in this cluster, key account coordinators are 
locally based. This may explain why this cluster has low val- 
ues on selling center esprit de corps and on access to non- 
marketing and nonsales resources. Therefore, the overall 
picture is that KAM is a rather isolated, local sales effort in 
these companies that, despite some effort from the top man- 
agement, struggles for cooperation from the central business 
units. 


Country-club KAM. The striking characteristic of the 
country-club KAM cluster is a high degree of top- 
management involvement that goes along with low values 
on most other variables. The management of key accounts in 
these companies is not guided by formal procedures, and 
teams are hardly ever formed. Special activities are per- 
formed less intensely and less proactively than under the 
other approaches. Most important, there are basically no 
dedicated key account coordinators. The KAM coordinator 
is often the VP of sales, a general manager, or even the VP 
of marketing. The comparatively low level of activities com- 
bined with high top-management involvement and high 
access to sales suggests that, in these companies, KAM is 
little more than representation by senior managers. In 33.3% 
of these firms, key accounts are simply handled by normal 
sales managers. With the exception of the top-management 
involvement, this approach is fairly close to the no-KAM 
cluster. 


No KAM. The no-KAM cluster has the lowest values on 
nearly all variables: Comparatively little activity is per- 
formed, but not proactively. Formalization is low, as are 
cross-functional cooperation and esprit de corps. Mainly 
VPs of marketing and sales or general managers are named 
as key account coordinators, though top-management 
involvement in this cluster is low. This suggests that the VPs 
have responsibility on paper but do not actually perform that 
role. The interpretation of this approach is straightforward: 
These companies do not manage their key accounts. Or 
some companies may only have started to manage their key 
accounts, given that they profess to have dedicated key 
account coordinators. 


Comparison with Existing Research 


Although prior research has never classified KAM 
approaches empirically, there is some discussion of options 
companies have in implementing KAM. McDonald, Mill- 
man, and Rogers (1997) suggest ideal types of KAM, 
assuming that KAM approaches line up along a continuum 
from pre-KAM to synergistic KAM. Along the continuum, 
the activity intensity, the use of teams, and top-management 
involvement are assumed to rise, which implies a correlation 
among these design variables. Our results do not support 
this ideal continuum or the correlation. As we have shown, 
high degrees of top-management involvement occur in com- 
bination with both high and low degrees of activity intensity 
and in combination with both high and low degrees of use of 
teams. 

Shapiro and Moriarty (1984a) propose another typology 
of KAM programs based on qualitative interviews in 19 
large manufacturing and service companies (see also the 
supplementary comments by Kempeners and van der Hart 


[1999]). These researchers distinguish among six types of 
KAM programs that resemble the KAM approaches we 
identified. More specifically, their national account division 
resembles cross-functional KAM, their corporate-level pro- 
gram is similar to top-management KAM, their operating 
unit program at the group level is similar to middle- 
management KAM, their operating unit program at the divi- 
sion level parallels operating-level KAM, their part-time 
program resembles country-club KAM, and their no- 
program option is close to the no-KAM approach. However, 
our work goes beyond the prior work by identifying the 
design variables behind the approaches, providing richer 
descriptions of the approaches, and supplementing the 
descriptions with quantitative data. We also detected two 
additional KAM approaches, unstructured KAM and iso- 
lated KAM. These two approaches involve a considerable 
number of activities for key accounts but do not require for- 
malization of the approach. In conclusion, our findings seem 
to indicate that we have not overlooked KAM approaches 
that occur in practice. This speaks for the validity of our tax- 
onomy and for the absence of a nonresponse bias. 


Outcomes 


We now turn to the success of the various KAM approaches. 
In interpreting the results in Table 6, we must pay attention 
to whether the outcome variable is on the level of the key 
accounts or of the organization as a whole. The effectiveness 
of KAM can be assumed to be strongly influenced by how 
key accounts are managed and is therefore our main out- 
come variable of interest. On the contrary, variance in 
organization-level outcomes, such as performance in the 
market, adaptiveness, and profitability, can be explained by 
many factors other than KAM. A firm may be driving its 
performance, for better or worse, through the average as 
opposed to the key accounts.4 

On both the KAM level and the organization level, the 
no-KAM and the isolated KAM approaches perform the 
worst. On the organization-level outcomes, cross-functional 
KAM companies stand out with respect to both performance 
in the market and adaptiveness. As far as profitability is con- 
cerned, top-management KAM companies perform best. 
That the most effective approaches are not the most prof- 
itable ones may be explained by some approaches involving 
higher costs in addition to generating higher revenues. 

Another observation in Table 6 is that several KAM 
approaches are equally successful. This finding is consistent 
with the concept of “equifinality” emphasized in the config- 
urational approach (Meyer, Tsui, and Hinings 1993). How- 
ever, given our key informant design, it raises the issue 
whether a common method bias is present in the data. Two 
facts from our data speak against the presence of a bias. 
First, a possible key informant bias should affect the subjec- 
tive performance measures (e.g., KAM effectiveness), but 
not the objective performance measure Oe, profitability). 
That several configurations also manifest the same level of 
objective performance supports the validity of our findings 
on the subjective measures. Second, even in very active 
approaches (e.g., top-management KAM), there is much 





4We owe this idea to an anonymous reviewer. 


variance across the respondents regarding the performance 
variables. Indeed, the lack of significant differences among 
some approaches is due to the high variance rather than a 
tendency of all key informants to rate their own approach 
highly. 

It is necessary to verify whether the performance differ- 
ences hold true even when we consider environmental vari- 
ables. Market dynamism and competitive intensity have 
been shown to influence performance in a market orienta- 
tion context (Jaworski and Kohli 1993). To control for these 
effects, we made use of analysis of covariance (ANCOVA). 
Cluster membership was the (nominal) factor, and the con- 
trol variables served as covariates. Table 7 shows that 
though market dynamism has a significant effect on perfor- 
mance in the market and competitive intensity has an effect 
on profitability, the effects of cluster membership on all per- 
formance outcomes are still significant. 


Discussion 


Research Contribution 


Despite the immense importance of KAM in managerial 
practice, prior research in this area has been fragmented, and 
sound empirical studies have been scarce. The contributions 
of this article come from both the conceptualization and the 
taxonomy. 

The first contribution of this article is to provide con- 
ceptual clarity to KAM design decisions and to lay the basis 
for further research. In addition to synthesizing the existing 
literature, this article extends the conceptual scope of KAM 
research by drawing attention to the failure of previous 
research to go beyond the boundaries of formalized KAM 
programs and study nonformalized KAM approaches. We 
derive an integrative conceptualization of KAM that identi- 
fies four key dimensions: (1) activities, (2) actors, (3) 
resources, and (4) formalization (see Figure 1). We also 
develop scales for key constructs related to KAM. 

A second contribution of our work consists in its being 
the first study to empirically classify designs of organiza- 
tional approaches to selling. Although taxonomies exist for 
the buyer side (Bunn 1993) and for the relationship between 
buyer and seller (Cannon and Perreault 1999), there has 
been no taxonomy on the organization of the seller side. 
Moncrief (1986) has created a taxonomy of individual sales 
position designs, but the level of analysis in selling research 
has shifted to the selling team (Weitz and Bradford 1999). 
As Marshall, Moncrief, and Lassk (1999, p. 88) state, 
“Clearly, the operative set of sales activities representing a 
sales job in the mid-1980s is deficient to accurately under- 
stand and portray sales jobs of today.” Therefore, our taxon- 
omy closes a gap in empirical knowledge about organiza- 
tional approaches to selling. 

A third major contribution is the refinement of existing 
KAM typologies. We confirmed the types of KAM postu- 
lated by Shapiro and Moriarty (1984a), supplemented them 
with empirical detail, and detected two additional 
approaches. These two involve a considerable number of 
activities for key accounts but do not require formalization 
of the approach. 
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TABLE 7 
Results of ANCOVA 


ANCOVA Results 





Covarlates 
Market Competitive 
Approach Dynamism Intensity 
Dependent Total Model ce a, m LAT SU. EE 
Variable: ne Mean of Mean of Mean of 
Models 1 Mean of F Squares F Squares F Squares F 
Through 4 Squares (p) (d.f. = 7) (p) (d.f. = 1) (p) (d.f. = 1) (p) 
1. KAM 1.76 3.72 2.20 4.65 <.01 <.01 .81 1.72 
effectiveness (d.f. = 9;370) (<.01) (<.01) (.96) (.19) 
2. Performance in 3.63 5.58 4.15 6.37 2.27 3.48 .85 1.31 
the market (d.f. = 9:370) (<.01) (<.01) (.06) (.25) (.25) 
3. Adaptiveness 5.72 7.81 6.54 8.93 1.93 2.64 .47 .64 
(d.f. = 9;369) (<.01) (<.01) (.11) (.42) 
4. Profitability 22.81 3.99 12.19 2.13 .90 .16 125.97 22.05 
(d.f. = 9:322) («.01) (.04) (.69) («.01) 


Notes: d.f. = degrees of freedom. 


An additional contribution of our taxonomic research is 
to provide deeper insights into the performance aspects of 
KAM approaches. On a general level, it is important to note 
that the same level of performance can be accomplished 
through different approaches. Yet some approaches perform 
significantly worse than others. The finding that no-KAM 
companies are behind on all performance dimensions repre- 
sents the most comprehensive empirical demonstration so 
far that suppliers benefit from managing their key accounts. 
The similar performance of isolated KAM indicates that 
mediocre approaches to KAM are likely to fail. These 
results suggest that failure to achieve access to and commit- 
ment of cross-functional resources seems to play a critical 
role for the success of KAM programs. This reinforces 
recent research on marketing organization that recognizes 
the cross-functional dispersion of marketing activities 
(Workman, Homburg, and Gruner 1998). 

On a general level, our work has shown that there is 
value in blending relationship marketing concepts and mar- 
keting organization concepts. Within our conceptual model, 
the actor, resources, and formalization dimensions are 
inspired by marketing organization research, and the activ- 
ity and the outcome dimensions draw on relationship mar- 
keting research. 


Avenues for Further Research 


Further research should continue building the bridge 
between relationship marketing concepts and marketing 
organization concepts. One possible avenue is to empirically 
link the KAM approaches identified in this article to rela- 
tionship types (Cannon and Perreault 1999). In designing 
these empirical studies, the existence of nonformalized 
KAM approaches should be carefully considered. 

Future empirical designs should also seek to overcome 
some of the limitations of this article. One limitation stems 
from the static design of our study. As research by Pardo, 


Salle, and Spencer (1995) has shown, key account 
approaches evolve over time. Further research should also 
capture the dynamic performance effects of KAM. As 
Kalwani and Narayandas (1995) have shown, the beneficial 
outcomes of customer-oriented activities appear with a cer- 
tain delay. Another limitation of our article is the use of a 
single-informant design, which focuses on one side of the 
seller-buyer dyad. Future studies should also take the key 
accounts' perspectives into consideration. This is particu- 
larly important for analyzing the outcomes of KAM. One 
way to extend our examination of outcomes would be to dif- 
ferentiate the performance impacts of individual KAM 
dimensions. In this context, the effect of KAM-level out- 
comes on organization-level outcomes should be explored 
as well. 

Another open issue is the effect of the environment on 
KAM dimensions. The literature has claimed that the for- 
mation of key account programs is influenced by character- 
istics of buyers and of the market environment, such as pur- 
chasing centralization, purchasing complexity, demand 
concentration, and competitive intensity (Boles, Johnston, 
and Gardner 1999; Stevenson 1980). Yet rigorous empirical 
research linking multiple environmental dimensions to mul- 
tiple KAM dimensions is still lacking. 


Managerial Implications 


One of the most fundamental managerial tasks is designing 
the internal organization. These design decisions are typi- 
cally taken on the level of the organization rather than the 
level of individual accounts. Therefore, the organizational 
perspective adopted in this research has particular appeal to 
top executives. 

The key message to managers is not to take a laissez- 
faire approach to KAM. Given that the no-KAM option is 
markedly less successful than other approaches, our results 
call for managers to manage key accounts actively. That 
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there are significant performance differences among the 
more actively managed approaches demonstrates that it is 
important to design the approach in detail. Our work also 
shows that KAM requires support from the whole organiza- 
tion. Therefore, top managers should not leave the design of 
the KAM approach to the sales organization alone. 

The conceptualization of KAM developed in this arti- 
cle provides managers with a systematic way to design 
the KAM approach. As Day and Montgomery (1999, p. 
12) note, “conceptual frameworks, typologies, and 
metaphors that are the precursors to actual theory build- 
ing” provide valuable guidelines for managers. Managers 
should work through four questions: (1) What should be 
done for key accounts? (2) Who should do it? (3) With 
whom in the organization is cooperation needed? and (4) 
How formalized should the KAM approach be? We par- 
ticularly emphasize that managing key accounts does not 
necessarily require setting up a formal key account 
program. 


The taxonomy developed in this article further supports 
managers in designing their KAM. Managers can categorize 
their own companies’ approach on the basis of the prototyp- 
ical implementation forms identified. From the taxonomy, 
they can discover neglected design areas and develop alter- 
native designs. 


Conclusion 


Key account management is a highly relevant issue for mar- 
keting and sales managers. In addition, it is an area for acade- 
mic research, because it builds a bridge between marketing 
organization and relationship marketing. Therefore, the lack of 
sound academic research in this area is surprising. This article 
provides the basis for further research by contributing an inte- 
grative conceptualization of KAM. It also fills a gap in knowl- 
edge about how firms design their approach to key accounts. 
Finally, it shows that actively managing key accounts leads to 
significantly better performance than neglecting them does. 


(reflective scale, scored on a 
seven-point scale with anchors 
1 = “strongly disagree" and 7 = 
“strongly agree”) 
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ewhen there is a problem related to our key account relationships, a 
group is brought In to solve it. 

ekey account-related decisions are made by teams. 

ewe have teams that plan and coordinate activities for key accounts. 


APPENDIX 
Scale Items for Theoretical Measures 
Composite 
Reliability/ 
Coefficient 
Construct Items Alpha 
Activity intensity Compared to average accounts, to what extent do you do MORE in .75/.71 
(reflective scale, scored on a these areas for key accounts? 
seven-point scale with eProduct-related activities (e.g., product adaptation, new product 
anchors 1 = "not more than development, technology exchange) 
for average accounts" and eService-related activities (e.g., training, advice, troubleshooting, 
7 = “far more than for guarantees) 
average accounts") ePrice-related activities (e.g., special pricing terms, corporatewide 
price terms, offering of financing solutions, revelation of own cost 
structure) 
eDistribution and logistics activities (e.g., logistics and production 
processes, quality programs, placement of own employees in 
account's facilities, taking over business processes from customer) 
elnformation sharing (e.g., sharing of strategy and market research, 
joint production plans, adaptation of information systems, access to 
top management) 
ePromotion activities to final customers (e.g., joint advertising and 
promotion programs to help the account sell your products) 
Activity proactiveness Do the activities In these areas derive more from customer initiative or 
(formative scale, scored on a more from your own initiative? 
seven-point scale with (Items equivalent to activity intensity.) 
anchors 1 = "not more than 
for average changes" and 7 = 
“far more than for average 
changes") 
Top-management Involvement Within our organization ... .64/.62 
(reflective scale, scored on a eoven small matters related to koy accounts have to be referred to 
seven-point scale with someone higher up for a final decision. 
anchors 1 = "strongly every few decisions related to key accounts are made without the 
disagree" and 7 = "strongly involvement of senior managers. 
agree") etop management often deals with key account management. 
Use of teams Within our organization ... .85/.82 


APPENDIX 





Continued 
‘Composite 
Reliability/ 
Coefficient 
Construct Items Alpha 
Selling center esprit de corps People involved in the management of a key account ... .92/.90 
(adapted from Jaworski and eare genuinely concerned about the needs and problems of each other. 
Kohli 1993; reflective scale, ehave a team spirit which pervades all ranks involved. 
scored on a seven-point scale efeal like they are part of a big family. 
with anchors 1 = "strongly efeel they are "in it together." 
disagree" and 7 - "strongly elack an "esprit de corps." (R)* 
agree") eview themselves as independent individuals who have to tolerate 
others around them. (R)* 
Access to marketing and How easy is it for the key account coordinator to obtain needed .75/.69 
sales resources contributions for key accounts from these groups? 
(reflective scale, scored on a eField sales 
seven-point scale with eCustomer service 
anchors 1 = "very difficult" eProduct management 
and 7 = “very easy") 
Access to nonmarketing and How easy is it for the key account coordinator to obtain needed .85/.81 
nonsales resources contributions for key accounts from these groups? 
(reflective scale, scored on a eResearch and development 
seven-point scale with eManufacturing 
anchors 1 = “very difficult” eLogistics 
and 7 = “very easy") eFinance/accounting 
eInformation technology 
eGeneral management 
Approach formalization Please indicate the extent to which you agree with the following statements: .87/.84 
(reflective scale, scored on a eWe have established criteria for selecting key accounts. 
seven-point scale with eWithin our organization, formal intemal communication channels are 
anchors 1 = "strongly followed when working on key accounts. 
disagree" and 7 = "strongly eTo coordinate the parts of our organization working with key 
agree") accounts, standard operating procedures have been established. 
eWe have put a lot of thought into developing guidelines for working 
with our key accounts. 
KAM effectiveness Compared to your average accounts, how does your organization .88/.85 
(reflective scale, scored on a perform with key accounts with respect to ... 
seven-point scale with eachieving mutual trust? 
anchors 1 = “very poor,” 4 = eachieving information sharing? 
“about the same,” and 7 = eachieving a reputation of fairness? 
*excellent") eachieving investments into the relationship? 
emaintaining long-term relationships? 
ereducing conflicts? 
emeeting sales targets and objectives? 
emaking sales of those products with the highest margins?" 
emaking sales from multiple product divisions?* 
Performance in the market Relative to your competitors, how has your organization, over the last .88/.85 
(reflective scale, scored on a three years, performed with respect to ... 
seven-point scale with eachieving customer satisfaction? 
anchors 1 = “very poor,” 4 = eproviding value for customers? 
"about the same," and 7 = eattaining desired growth? 
*excellent") esecuring desired market share? 
esuccessfully introducing new products? 
ekeeping current customers? 
eattracting new customers? 
Adaptiveness Relative to your competitors, how has your organization, over the last .86/.84 


(reflective scale, scored on a 
seven-point scale with 
anchors 1 = “not more than 
for average accounts" and 

7 = "far more than for 
average accounts") 


three years, performed with respect to ... 
eadapting to changes in the business environment of your company? 
eadapting to changes in competitors' marketing strategies? 
eadapting your products quickly to the changing needs of customers? 
ereacting quickly to new market threats? 
eexploiting quickly new market opportunities? 
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APPENDIX 





Continued 
Composite 
Reliability/ 
Coefficient 
Construct Items Alpha 
Profitability What was your company’s average pre-tax profit margin over the last 
(interval item with ten levels three years? 1 = negative; 2 = 026—296, 3 = 2%4%, 4 = 496—696, 5 = 
of variable provided) 6%—8%, 6 = 8%-10%, 7 = 10%—-12%, 8 = 12%-16%, 9 = 16%-20%, 
10 = more than 20% 
Competitive Intensity Please indicate the extent to which you agree with the following statements: .82/.81 


(adapted from Jaworski and 
Kohli 1993; reflective scale, 
scored on a seven-point scale 
with anchors 1 = "strongly 
disagree" and 7 = "strongly 
agree") 


Market dynamism 
(adapted from Jaworski and 
Kohli 1993; reflective scale, 
scored on a seven-point scale 
with anchors 1 = “strongly 
disagree" and 7 = “strongly 
agree") 


a bit over time. 


eCompetition in our industry is cutthroat. 

eThere are many "promotion wars" in our industry. 

eAnything that one competitor can offer, others can match readily. 
ePrice competition is a hallmark of our industry. 

«One hears of a new competitivo move almost every day. 

«Our competitors are relatively weak. (Hi 


Please indicate tho extent to which you agree with the following statements: .65/.61 
eln our kind of business, customers' product preferences change quite 


eOur customers tend to look for new products all the time. 

eWe are witnessing demand for our products and services from 
customers who never bought them before. 

eNew customers tend to have product-related needs that are different 


from those of our existing customers. 
«We cater to many of the same customers that we used to in the 


past. (R)* 
"Items not kept after the item purification process. 
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Arne Nygaard & Robert Dahlstrom 


Role Stress and Effectiveness in 
Horizontal Alliances 


Horizontal arrangements are Increasingly deployed in organizational networks, yet research has rarely examined 
the effectiveness of these alliances. The coalition of disparate corporate cultures yields appreciable levels of role 
stress for people in boundary-spanning positions. Dedicated assets and communication modality are factors that 
influence the level of role ambiguity and conflict. The authors implicate these facets of role stress as antecedents 
to four forms of effectiveness drawn from the competing values framework. The authors present alternative per- 
spectives that examine the relationship between stress and performance. The received view frames role stressors 
as linear, negative antecedents to organizational outcomes. The authors contrast this perspective with theories that 
espouse triphasic, parabolic, and interactive influences of Stressors on organizational outcomes. Data gathered 
with 218 managers of dual-branded retail oil outlets indicate that the relevance of these altemative perspectives is 
mitigated by the form of effectiveness pursued by the organization. The results support a linear relationship 
between role conflict and bargaining efforts, yet they also offer evidence of nonlinear influences of role ambiguity 
on contributions to sales, customer satisfaction, and competence. The study concludes with a discussion of rele- 
vance of the findings to the management of horizontal alliances and to interorganizational theory. 


stantially from the adoption of a long-term perspec- 

tive in the analysis of exchange. Theory has been 
developed that addresses the domestication of markets 
(Arndt 1979) and the breadth of governance structures 
employed to manage long-term vertical exchange relation- 
ships (Heide 1994). 

Increases in the magnitude of horizontal alliances have 
been concomitant with the rise in emphasis on long-term 
vertical exchange. Merger-related activities surpassed 
US$2.30 trillion in 1998, and the top ten mergers alone 
exceeded US$550 billion (Jackson 1999), yet empirical 
work has not kept pace with the rise in horizontal alliances. 
Bucklin and Sengupta (1993) examine success-related fac- 
tors in comarketing pacts, and Johnson and Houston (2000) 
offer evidence of synergistic returns in horizontal joint ven- 
tures. Unfortunately, complementary work has not 
addressed interaction and performance in other horizontal 
arrangements. 

Mergers and acquisitions are horizontal exchange rela- 
tionships that dynamically change the organizational struc- 
ture of multiple entities. Parties to these relationships seek 
scale economies in production and marketing, yet research 
suggests that many mergers have a negative influence on 
profits (Cartwright and Cooper 1995). The new organization 
must not only consolidate supply chain factors but also bring 


M arketing practice and thought have benefited sub- 
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together disparate corporate cultures. Nevertheless, market- 
ing research has not examined the organizational challenges 
that emerge in the wake of a horizontal alliance. Role ambi- 
guity emerges because of the paucity of relevant information 
as well as the level of complexity and change (Kahn et al. 
1964). Role conflict similarly materializes as employees 
evaluate responsibilities in light of historical obligations and 
associations with new partners. Ambiguity and conflict 
jeopardize efforts to achieve objectives, but research has not 
examined stress in mergers and acquisitions. 

The goal of this research is to examine role stress in hor- 
izontal alliances. Three objectives underlie our pursuit of 
this goal. The first objective is to examine influences of 
ambiguity and conflict on multiple facets of effectiveness. 
The competing values framework (Cameron and Quinn 
1999) emphasizes the simultaneous pursuit of several 
dimensions of performance. Examinations of the determi- 
nants of a single facet of performance are ill equipped to 
evaluate the consequences of these antecedents to other 
channel outcomes (Kumar, Stern, and Achrol 1992). Focus- 
ing on a single element of performance constrains advance- 
ments in theory and limits researchers' ability to make pol- 
icy recommendations (see Singh 2000). Our research, 
however, augments channel thought with an examination of 
role-based antecedents to multiple facets of effectiveness. 
Analysis of diverse facets of effectiveness informs managers 
about the multiple consequences of stress. 

Our second objective is to examine alternative theoreti- 
cal perspectives on the influences of role stress on organiza- 
tional outcomes. Role stress is often implicated as a deter- 
minant of performance, yet prior research has not 
consistently supported this hypothesis (Tubre and Collins 
2000). We present the linear negative influence of stress on 
performance (House and Rizzo 1972) as the received view. 
We contrast this perspective with theories that espouse 
triphasic (Selye 1950), parabolic (Yerkes and Dodson 1908), 
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and interactive influences (Fried et al. 1998) of stressors on 
performance. We contribute to contemporary role research 
by offering evidence that the influences of role stress vary 
on the basis of the form of effectiveness. Moreover, man- 
agers of horizontal alliances can gain insight into the posi- 
tive and negative influences of stress. 

The third objective of our research is to identify organi- 
zational and communicative processes that influence the 
level of stress in alliances. Williamson (1985) underscores 
the importance of transaction-specific assets, yet the influ- 
ence of these assets on stress has not been examined. Prior 
research offers insight into the content and flow of commu- 
nication, but the medium employed for interaction has 
received less attention (Frazier 1999). Identification of these 
factors enables management to prepare for conflict and 
ambiguity. Furthermore, identification of these factors 
enables managers to discount some opportunities because of 
inevitably high levels of stress. 

Our empirical context ts the distribution system of two 
oil companies that operate through a horizontal alliance at 
the retail level. Mergers or acquisitions have recently been 
completed in a variety of retail settings (Zecher 1998), and 
the retail sector accentuates some inherent challenges asso- 
ciated with interfirm alliances. Retail executives who super- 
vise mergers must monitor multiple aspects of integration 
that are deemed critical to the success of alliances. These 
integration issues include consolidation of financial sys- 
tems; product delivery systems; pricing, promotion, and cus- 
tomer service policies; information systems; and human 
resources (Harvey, Price, and Lusch 1998). There is often a 
significant gap between the expected value of an acquisition 
and its actual performance, and the acquisition may lead to 
layoffs or divert attention away from core brands and mar- 
kets (Weston and Chiu 1996). Brand managers should value 
research that addresses efforts to integrate divergent firms 
into a unified, effective enterprise. Nevertheless, research 
has rarely addressed postmerger integration (Kerin and 
Varaiya 1985; Kumar, Kerin, and Pereira 1991). 

The article proceeds as follows: In the next section, we 
present our theoretical model and hypotheses. We then pre- 
sent the method and data collection procedures, along with 
the results. The final section outlines implications of the 
research for channel management and theory. 


Model and Hypotheses 


Role theory uses the metaphor of playacting to characterize 
the interaction between a focal person and a role sender 
(Kahn et al. 1964). The focal person encounters pressure 
because of expectations placed on him or her by role 
senders. For example, franchisees are endowed with role 
expectations from McDonald’s upon investing in the fran- 
chised system. 

Inherent to the nature of boundary-spanning positions is 
the likelihood that people occupying these roles will experi- 
ence ambiguity and conflict. Role ambiguity refers to the 
“lack of clarity and predictability of the outcomes of one’s 
behavior” (House and Rizzo 1972, p. 475). Interfirm theory 
and research on boundary-spanning occupations indicate 
that organizational factors and coping mechanisms have 
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important influences on role clarity (Singh 1998). Standard 
industry practice is to develop comprehensive operating sys- 
tems that are at the retail managers’ disposal (Keating 1991), 
yet retailers still encounter ambiguity. For example, retail 
managers experience ambiguity when retail traffic history is 
unavailable to assist in the scheduling of personnel. 

Role conflict refers to the “degree of incongruity or 
incompatibility of expectations associated with the role” 
(House and Rizzo 1972, p. 475). House and Rizzo’s analy- 
sis of conflict addresses incompatibilities among standards 
or values, time, resources, or capabilities; multiple role 
responsibilities; and various organizational inputs. Prior 
studies of boundary personnel recognize that each of these 
facets may influence conflict (Ford, Walker, and Churchill 
1975; Singh, Verbeke, and Rhoads 1996). Retail managers 
encounter incompatibilities emanating from a variety of 
sources. For example, franchisees experience conflict when 
order quantities suggested by the franchisor are not consis- 
tent with the recommendations of local suppliers. 


The Received View of Role Stress and 
Organizational Outcomes 


Our theoretical model incorporates multiple perspectives on 
the relationship between stress and performance in horizon- 
tal alliances. The influences of ambiguity and conflict on 
performance have been the focus of considerable research, 
yet the findings do not support a strong, direct relationship 
(see Table 1). Consequently, researchers have proposed non- 
linear (e.g., Schuler 1980) and interactive relationships 
(Fried et al. 1998) between stress and performance. Our 
modei examines the independent influences of role stress on 
organizational outcomes and treats nonlinear and interactive 
effects as competing hypotheses. Treatment of conflict and 
ambiguity as independent factors is consistent with Kahn 
and colleagues' (1964) framework, yet it stands in contrast 
to several analysts' (e.g., Dubinsky et al. 1992) treatment of 
conflict as antecedent to ambiguity. Because the conditions 
leading to the sources of stress are similar, Kahn and col- 
leagues (1964) address the independent effects of ambiguity 
and conflict and posit modest correlation among facets of 
stress. We incorporate this premise into our analysis. 

We present the competing values framework (Cameron 
and Quinn 1999) as a means to contrast alternative stress theo- 
ries and differentiate among forms of performance. The com- 
peting values framework reveals two major dimensions of 
effectiveness. The first dimension differentiates effectiveness 
on the basis of the extent to which adaptation and change are 
valued over predictability and stability. The second dimension 
contrasts an internal orientation that emphasizes unity and inte- 
gration with an external orientation that focuses on differentia- 
tion and rivalry. Simultaneous consideration of the two dimen- 
sions reveals four perspectives on effectiveness. The clan 
approach reflects an internal emphasis with individual discre- 
tion. Its polar opposite, the market approach, refers to an exter- 
nally oriented firm that values control. The adhocracy 
approach refers to an external orientation with value placed on 
flexibility. The hierarchical approach contrasts with adhocracy 
through an internal emphasis coupled with a desire for stability. 

Organizations vary in the extent to which they empha- 
size one form of effectiveness over other facets. Our analy- 
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sis focuses on multiple facets of effectiveness pursued at the 
retail level. Table 2 summarizes research on the relationship 
between effectiveness and stress and categorizes opera- 
tionalizations within the competing values framework. Most 
recent research acknowledges multiple facets of effective- 
ness, yet the empirical analyses develop composite mea- 
sures that are drawn from multiple, competing forms of 
effectiveness (see Singh 2000). For example, Michaels, Day, 
and Joachimsthaler (1987) describe six elements of perfor- 
mance, yet their analysis solely addresses the composite 
measure. Composite measures provide insight into overall 
effectiveness, yet the influence on independent facets of per- 
formance is not established. In contrast, our model examines 
influences of stress on each mode of effectiveness. Consider 
first the influence of stress on the clan perspective. 


Clan-based effectiveness and role stress. The clan-based 
approach emphasizes the shared goals and values of team 
members in conjunction with participative decision making. 
The primary tasks of managers in this approach are to 
empower employees and foster their commitment and loy- 
alty to the organization (Cameron and Quinn 1999). Our 
treatment of clan-based effectiveness examines the compe- 
tence of the retailer. Competence reflects the experience, 
product knowledge, and capabilities acquired at the retail 
site (see Kumar, Stern, and Achrol 1992). Domino’s Pizza, 
for example, attributes its success to the experience and 
skills acquired by franchisees (Boroian and Boroian 1997). 

Research with organizational teams (Orsburn et al. 
1990) suggests that clearly defined role responsibilities 
influence efforts to achieve confidence. The human 
resources within a team are unlikely to be channeled toward 
common objectives unless the responsibilities of the man- 
agers are well defined. Clear expectations enable retailers to 
gain confidence in the abilities of their trading partners. In 
contrast, poorly defined roles preclude personnel from rec- 
ognizing expectations and foster lower perceptions of com- 
petence (Dubinsky and Mattson 1979, Singh 1998). 

Role conflict should also influence competence. 
Research by Cohen (1980) suggests that role stress affects 
the availability of cognitive resources. As more resources 
are dedicated to coping with the stress, fewer resources are 
devoted to performing job responsibilities. Therefore, 
Dubinsky and Mattson (1979) report a negative relationship 
between conflict and retail salespeople’s perceptions of 
competence. As stress-related demands increase, local man- 
agers are less likely to recognize factors critical to success 
and become uncertain about their job-related abilities. 
Inconsistencies in the messages sent by role partners should 
cloud managers’ evaluations of their capabilities. 

Hu The manager's role ambiguity is negatively associated 

with managerial competency. 

H>: The manager's role conflict is negatively associated with 

managerial competency. 


Adhocracy-based effectiveness and role stress. An adhoc- 
racy parallels a clan in its emphasis on flexibility and discre- 
tion, yet an adhocracy places greater emphasis on external 
positioning and differentiation. Our adhocracy-based analy- 
sis addresses local efforts to enhance customer satisfaction. 
Copy Mat photocopy systems offer evidence of the value 


66 / Journal of Marketing, April 2002 


derived from attending to customer satisfaction (Boroian and 
Boroian 1997). Although operating in a commodity business 
that has a poor reputation for quality, the company succeeds 
through managerial efforts to raise customer satisfaction. 

Substantial research has addressed the relationship 
between role stress and boundary spanners' satisfaction with 
customers, yet few studies have considered the influence of 
stress on efforts to enhance customer satisfaction. When suf- 
ficient knowledge is not provided, boundary spanners lack the 
information necessary to attend to the needs of buyers. Singh 
(1993) reports that performance wanes in the presence of 
customer-based role ambiguity encountered by sales and cus- 
tomer service agents. Role ambiguity among retailers should 
have a strong influence on the level of customer satisfaction. 
When retailers perceive that obligations associated with job 
performance are unclear, they should experience greater diffi- 
culty in their efforts to meet customer expectations. 

Role conflict should have a similar influence on efforts to 
enhance customer satisfaction. Pfeffer and Salancik (1978) 
maintain that competing demands inhibit people from achiev- 
ing objectives. Retailers faced with the demands of multiple 
parties may perform tasks that have countervailing influences 
on customer outcomes. Conflicting demands may also lead 
retailers to prioritize obligations to role partners and down- 
play customer needs. In either case, the likelihood of address- 
ing the demands of external constituents is likely to suffer. 

H3,: The manager's role ambiguity is negatively associated 

with managerial efforts to enhance customer satisfaction. 

H4a: The manager's role conflict is negatively associated with 

managerial efforts to enhance customer satisfaction. 


Market-based effectiveness and role stress. Market- 
based organizations focus on relationships external to the 
firm, yet they simultaneously value stability. Market-based 
effectiveness emphasizes performance compared with com- 
petition and is embodied in contribution to sales (see Kumar, 
Stern, and Achrol 1992). This construct reflects the revenues 
generated by a location as compared with other dealers. For 
example, to varying degrees, managers engage in local mar- 
keting activities that are designed to fuel sales. 

A fundamental premise of the rational goal approach is 
the notion that organizations are collectivities oriented to spe- 
cific goals. Ambiguity and conflict constrain efforts to 
achieve these goals. Consistent with this perspective, 
Bagozzi (1980) reports a negative influence of role ambigu- 
ity on sales performance. As role responsibilities become less 
clear, retail managers must dedicate more cognitive resources 
to identify role expectations. Because cognitive resources are 
limited, resources allocated to clarifying responsibilities can- 
not be dedicated to pragmatic, goal-based action (Cohen 
1980). Consequently, managers encountering unclear expec- 
tations should contribute less to the firm's revenue stream. An 
increase in the level of conflict similarly requires managers to 
dedicate more energy to sorting out the demands of multiple 
stakeholders. As more resources are allocated to sorting out 
role obligations, contributions to performance should falter. 

Ha, The manager's role ambiguity is negatively associated 

with managerial contributions to sales. 

He The manager's role conflict is negatively associated with 

managerial contnbutions to sales. 
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Role Stress in Horizontal Alliances / 69 


Hierarchy-based effectiveness and role stress. Interfirm 
relationships with a hierarchical orientation parallel market- 
based organizations in their emphasis on control, yet their 
internal focus is consistent with clan-based organizations. 
The simultaneous attention to stability and internal opera- 
tions is reflected in values that center on efficiency and 
smooth-flowing production. Berkowitz's (1980) analysis of 
industrial sales territories is one of the few studies that links 
role clarity to sales-to-expense ratios. Our investigation of 
efficiency-based factors examines the degree to which nego- 
tiation between firms reflects coordinated bargaining 
efforts, which address the extent to which negotiation 
between the transacting parties is systematic and effective 
(Milgrom and Roberts 1991). For example, retailers negoti- 
ate with suppliers over order quantities, deliveries, training, 
and staffing. 

Ambiguity and conflict are likely to inhibit efforts to 
coordinate bargaining sessions. When role obligations are 
poorly understood or underspecified, trading partners are 
inclined to use bargaining sessions as vehicles for clarifying 
responsibilities. In addition, managers experiencing high 
levels of ambiguity are unlikely to focus on relevant factors 
during negotiation periods. Conflict should similarly lead to 
lengthy negotiation sessions, but the motivations for negoti- 
ating are different. Retail managers who are cognizant of 
high conflict may view bargaining sessions as opportunities 
to reconcile disputes, and recognition of points of contention 
may lead them to stake out negotiation stances that are unac- 
ceptable to their trading partners. Conflict may also lead 
trading partners to avoid interaction and interact less openly 
when bargaining commences (see Michaels, Day, and 
Joachimsthaler 1987). Consequently, ambiguity and conflict 
require the dedication of additional resources to the bargain- 
ing process. 

Ha The manager's role ambiguity is negatively associated 

with coordinated bargaining efforts. 

Hg,: The manager's role conflict is negatively associated with 

coordinated bargaining efforts. 


Alternative Perspectives on Role Stress and 
Organizational Outcomes 


General adaptation syndrome (G-A-S). Many studies 
have examined relationships between role stress and effec- 
tiveness, yet the results do not unequivocally support the 
hypotheses. For example, analyses in retail (e.g., Kelly, 
Gable, and Hise 1981) and other contexts (Singh, Verbeke, 
and Rhoades 1996) fail to support the negative influences of 
stress on performance. Research in biology and psychology 
suggests that responses to stress may not be linear. Yerkes 
and Dodson’s (1908) laboratory experiments illustrate a 
nonlinear relationship among habit formation, performance, 
and stressors. Their research indicates that intermediate lev- 
els of stimuli outperform weak or strong stimuli when tasks 
are challenging. Thus, stress is viewed as having a parabolic 
relationship with performance. Activation theory (Scott 
1966) similarly maintains that low levels of stress constrain 
performance because of minimal stimulation. High levels of 
stress yield similar performance because of overstimulation 
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and disorganization of responses. Intermediate levels of 
stressors, however, provide appropriate stimulation to yield 
desirable outcomes. 

Marketing researchers (e.g., Singh 1998) have incorpo- 
rated logic from habit formation and activation theory, but 
their results do not corroborate these perspectives. Selye 
(1950) offers a contrasting perspective in his presentation of 
the G-A-S as a three-phase model of reactions to stressors 
(see Figure 1). The alarm phase (A to B) is characterized by 
increasingly lower levels of performance. For example, bio- 
logical research characterizes body weight loss as a symp- 
tom of this phase. During the reactance stage (B to D), per- 
formance factors increase and resistance to stress increases. 
Selye (1974) uses the term “eustress” to describe positive 
consequences of stress. Eustress is accompanied by coping 
behaviors that enable people to overcome stress and accom- 
plish tasks that are considered worthwhile. Beyond some 
threshold, however, the exhaustion phase (D to E) is 
observed, in which reactions are similar to those in the ini- 
tial phase. 

The G-A-S perspective was developed from laboratory 
observations of within-subject responses to increasing levels 
of stimuli. The experimental results do not evince constant 
thresholds of responses to stress but reflect consistent pat- 
terns of results across subjects (Selye 1974). The thresholds 
(B and E) vary across subjects, but the triphasic response 
pattern should be consistent. 

The periodicity outlined in G-A-S augments the hypothe- 
ses examined in prior research. The linear effects offered in 
many studies are embedded into the initial and final phases of 
the function (arcs A to B and D to E, respectively, in Figure 1). 
The function also incorporates logic from Yerkes and Dodson’s 
(1908) research on habit formation to account for nonlinear 
influences of stress. This relationship is incorporated into the 
G-A-S function by the arcs from points C to E in Figure 1. 

Our investigation of G-A-S effects examines the discrete 
influence of stress on four performance factors that are 


FIGURE 1 
General Adaptation Syndrome Effects of Stress 
on Performance 





Role Ambiguity and Conflict 


drawn from the competing values framework (Cameron and 
Quinn 1999). Interorganizational systems that value flexibil- 
ity maintain that people should be granted the opportunity to 
implement their own styles to achieve objectives. This per- 
spective emphasizes an internal orientation and personal 
flexibility and is embodied in an organization’s efforts to 
nurture competence. Low levels of ambiguity and conflict 
provide limited opportunity to hone capabilities and yield 
lower levels of competency. At high levels, stress factors are 
overwhelming and similarly constrain competence. In con- 
trast, intermediate levels of ambiguity and conflict pose 
challenges to boundary spanners, and accomplishments 
achieved in this context heighten competence. 


Hu The manager’s role ambiguity has a nonlinear, triphasic 
relationship with managerial competency. 

Hæ: The manager’s role conflict has a nonlinear, triphasic 
relationship with managerial competency. 


Values related to the open systems framework under- 
score a firm’s simultaneous emphasis on external position- 
ing, flexibility, and individuality. When ambiguity and con- 
flict are present in trivial amounts, managers have little 
incentive or opportunity to implement strategies that 
enhance customer satisfaction. As ambiguity and conflict 
increase, coping skills are developed that enable managers 
to initiate action that raises satisfaction. Nevertheless, the 
positive influence of stress operates within a limited spec- 
trum. Excessive levels of ambiguity preclude managers from 
identifying action that is relevant to customer satisfaction. 
Extreme conflict requires the dedication of resources to 
evaluate and reconcile interrole disagreements. As the 
resources dedicated to reconciliation of responsibilities 
mount, less effort is channeled toward customer satisfaction. 

Ha The manager’s role ambiguity has a nonlinear, triphasic 

relationship with managerial efforts to enhance customer 
satisfaction. 

Hay: The manager's role conflict has a nonlinear, triphasic 

relationship with managerial efforts to enhance customer 
satisfaction. 


The triphasic influence of stress outlined in the G-A-S 
should also be germane to contributions to sales. The rational 
goal model emphasizes the pursuit of productivity through a 
strong emphasis on external positioning and control. At low 
levels of ambiguity and conflict, retailers are not motivated to 
engage in activity to raise revenues. As clarity begins to wane 
and conflicts intensify, the retailer is likely to feel challenged 
and dedicates more energy to enhancing sales. At extreme 
levels, however, unclear expectations and inconsistencies in 
requirements preclude the manager from recognizing and 
engaging in efforts that enhance contributions to sales. 

Hs: The manager’s role ambiguity has a nonlinear, triphasic 

relationship with managerial contributions to sales. 

Hé: The manager’s role conflict has a nonlinear, triphasic 

relationship with managerial contributions to sales. 


The G-A-S effects should also be germane to bargaining 
efforts. Initial observations of unclear guidelines and con- 
flicting expectations warrant consideration in bargaining 
sessions. As ambiguity and conflict increase, managers 
develop skills that enable them to function efficiently in 


interactions with brand management. At excessive levels, 
uncertainty and competing expectations void any gains asso- 
ciated with coping skills. Trading sessions become opportu- 
nities to clarify obligations and prioritize conflicting 
demands, and bargaining sessions are prolonged. 
Hm: The manager's role ambiguity has a nonlinear, triphasic 
relationship with coordinated bargaining efforts. 
Hgp: The manager’s role conflict has a nonlinear, triphasic 
relationship with coordinated bargaining efforts. 


Interaction effects. Fried and colleagues (1998) offer a 
perspective on the influences of stress that stands in contrast 
to those outlined in the G-A-S. According to their approach, 
each facet of stress reduces a person’s capacity to control the 
work setting. As multiple dimensions of stress materialize, 
the person’s ability to maintain control over the work setting 
diminishes. Although people can control single components 
of stress, the simultaneous presence of ambiguity and con- 
flict inhibits the ability to exercise control, which results in 
lower performance. 

We propose that these interactive influences of ambigu- 
ity and conflict are relevant to organizational values that 
emphasize stability and control. Therefore, the pursuit of 
market-based objectives such as contributions to sales 
should be impaired by the simultaneous presence of ambi- 
guity and conflict. When responsibilities are poorly defined, 
consistent role obligations emanating from multiple partners 
enable local retailers to attain acceptable sales levels. In con- 
trast, when retailers are confronted with inconsistent 
demands from multiple trading partners, clearly delineated 
responsibilities enable retail managers to garner high contri- 
butions to sales. The recognition that roles are poorly speci- 
fied and multiple partners are placing inconsistent demands, 
however, leads retail managers to generate lower contribu- 
tions to sales. 

The interactive influences of role stressors should also 
affect bargaining efforts. Ambiguities in obligations may not 
lead to higher bargaining expenditures when role expecta- 
tions are compatible, yet well-defined roles may identify 
relevant bargaining issues despite substantial conflict. High 
conflict exacerbates role demands, and low clarity compli- 
cates efforts to prioritize expectations. Thus, effort is focused 
on addressing multiple demands throughout negotiations. 


Hs,: The manager’s role ambiguity and conflict have an inter- 
active 1nfluence on contributions to sales. Managerial 
contributions to sales decrease as role ambiguity and con- 
flict increase simultaneously. 

Hy: The manager's role ambiguity and conflict have an inter- 
active influence on coordinated bargaining efforts. The 
degree to which bargaining efforts are coordinated declines 
as role ambiguity and conflict increase simultaneously. 


Antecedents to Role Stress 


Our model addresses economic factors and communication 
processes that influence the level of stress operating in 
alliances. Consider first how economic factors influence 
role stress. 


Economic antecedents to role stress. Transaction cost 
analysis is a theory that underscores the importance of the 
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nature of investments made in a relationship (Williamson 
1985). To varying degrees, assets dedicated to a relationship 
have limited value in other settings. For example, operating 
procedures for an online cash register system have limited 
value in other retail networks. Transaction cost theory refers 
to these investments as transaction-specific assets. Specific 
assets take on importance because managers must ensure 
that these investments are employed productively. 

A manager’s commitment to a retail distribution system 
involves several forms of capital that have limited value out- 
side of the network. For example, hoteliers become well 
acquainted with the chain’s reservation and operating sys- 
tems (Shook and Shook 1993), and the nuances of the sys- 
tem cannot be redeployed in other hotel systems. Invest- 
ments in learning the operating system of a retail network 
are investments in the role outlined by the role sender. Hor- 
izontal alliances complicate specific assets because man- 
agers enter the new contract with a history of dedicated 
investments. Managers carry over expectations based on 
their knowledge of the operating system developed for the 
old branded concept. These investments augment the expec- 
tations on the local managers and should raise conflict. Sim- 
ilarly, obligations endemic to the old system should escalate 
ambiguity for retailers. Investments in understanding the 
prior operating system complicate the managerial task to the 
extent that current policies are inconsistent with prior oblig- 
ations. Managers more familiar with the old system should 
experience less clarity about expectations in the dual- 
branded system. 


Hg: Transaction-specific investments in the former operating 
systems are positively associated with managerial role 
ambiguity. 

Ho: Transaction-specific investments ın the former operating 
systems are positively associated with managerial role 
conflict. 


Investments in the current operating system also have 
implications for role stress. Agency contracts such as fran- 
chises are designed to bring the best possible outcome for 
the principal by aligning the incentives of both parties to the 
contract (Bergen, Dutta, and Walker 1992). As the agents 
dedicate more effort to learning the system, they are likely 
to recognize facets of the system that favor the principal. As 
a result of this process, they experience higher levels of con- 
flict in their relationships with network management. Their 
investment should have a contrasting effect on ambiguity. 
Efforts to learn the operating system should clarify the prin- 
cipal’s expectations. 

Hu: Transaction-specific investments in the current operating 
systems are negatively associated with managerial role 
ambiguity. 

Hu: Transaction-specific investments in the current operating 
systems are positively associated with managerial role 
conflict. 


Communication-based antecedents to role stress. The 
mode of communication should have a strong influence on 
retail managers’ stress. The medium used to transmit infor- 
mation has been operationalized in a variety of ways, 
including personal/impersonal and formal/informal means. 
Huber and Daft (1987) present a hierarchy of communica- 
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tion modes that ranges from face-to-face contact to less per- 
sonal communiqués such as form letters. As the vehicle 
becomes more personal and multidimensional, greater 
opportunity is presented to interpret and transmit informa- 
tion. For example, face-to-face communication provides the 
opportunity to send verbal and nonverbal messages, yet 
form letters are more sterile means of communication. 
Employees prefer personal communication because it pro- 
vides opportunities for dialogue that is more difficult to 
achieve in other modes (Larkin and Larkin 1996). Personal 
communication underscores the social link between the val- 
ues of the employee and the firm, and conflict emerges when 
this link breaks down (Strebel 1996). Dialogue enables 
employees to express contingencies associated with multi- 
ple role obligations, and resolutions can be designed that 
meet each party’s needs without raising conflict. Hallowell 
(1999) uses similar logic in his description of the human 
moment in interpersonal communication. The human 
moment involves occupying the same physical space and 
dedicating physical and emotional attention to interaction. 
Electronic media offer efficiencies in transmissions of ster- 
ile information, but personal cues cannot be transmitted as 
effectively in modes such as fax or e-mail. Body language, 
intonation, and emotion are constrained in less personal 
communication. Group gatherings and written correspon- 
dences are less capable of transmitting the meaning embod- 
ied in nonverbal communication. The meaning underlying 
words is muddled as the communication becomes less per- 
sonal and ambiguity becomes more pronounced. 


His: Personal modes of communications are negatively associ- 
ated with managerial role ambiguity, yet group and 
impersonal modes are neither positively nor negatively 
associated with role ambiguity. 

Hu Personal modes of communications are negatively associ- 
ated with managerial role conflict, yet group and imper- 
sonal modes are neither positively nor negatively associ- 
ated with role conflict. 


Method 


Empirical Context 


The Norwegian distribution system of two oil refiners 
served as the setting for our study. The refiners recently 
elected to merge their operations at the retail level. The sta- 
tions adopted dual-branded trademarks and signs, and their 
shops were redesigned to reflect uniformity in the product 
setting and offerings. The retail setting provided a consistent 
image for consumers, yet the retail operating system brought 
together two corporate systems. The Norwegian state- 
owned company became a retailer in 1986 through the pur- 
chase of the retail network of a global refiner. Before the 
merger, this company had limited access to oil retailing. The 
global partner began Norwegian operations in 1930 and 
established a highly bureaucratic system with extensive 
reporting lines. 

An internal proprietary study suggested that stress 
increased after the merger. The proprietary study, collected 
at the same time as the focal survey, revealed that managers 
believed that role responsibilities within the system were 
unclear and managerial decision making was performed on 


a day-to-day basis. Similarly, area supervisors indicated that 
they lacked the responsibility to perform their jobs properly. 
Managers reported that information related to new programs 
was insufficient, and no area supervisor could describe the 
strategy for the market or for the dual-branded concept. 
Unclear internal responsibilities, ad hoc decision making, 
and limited empowerment of supervisors fueled conflict in 
the system, and insufficient information in the system exac- 
erbated role ambiguity.! 

The method for analysis was a between-subjects design, 
and data were collected with retailers and the refiners’ area 
managers. Much of the theory pertaining to responses to 
stress has been developed in laboratory settings that employ 
within-subjects designs. The laboratory setting provides an 
opportunity to decrease the variance in response to stress 
(Carroll and Nelson 1993), but a controlled within-subjects 
design is rarely feasible in applied settings. The effects are 
weaker in a between-subjects design, yet their observation 
suggests that the effects are appreciable (Grice and Hunter 
1964). 


Sampling Procedure and Data Collection 


The data were collected through surveys sent to each retail 
manager in the network. Respondents were informed by 
telephone that they were about to receive the survey. The 
survey was accompanied by supporting letters from the 
retail union, the refiners, and the principal researcher. The 
response rate was 55.9% (218 of 390 responses). Among the 
responding firms, 89 had been associated with the state- 
owned network, and 129 had been associated with the global 
refiner. The mean level of managerial experience was 16.4 
years, and all managers had at least one year of experience 
before the merger. Analysis of several variables (e.g., annual 
sales) and the focal constructs indicated no significant dif- 
ferences between early and late responses (Armstrong and 
Overton 1977). This analysis suggests that nonresponse bias 
is not an issue, but a stronger test would have been to con- 
tact nonrespondents. 


Measure Development 


Measure development followed the guidelines outlined by 
Gerbing and Anderson (1988). The survey instrument was 
developed with retail management. The director of the retail 
network, the director of the retail managers’ union, and an 
industry consultant provided insight into the proper wording 
of the measures. In addition, pretests with four managers 
offered us an opportunity to make semantic changes in vari- 
ables and make the study more meaningful to the 
respondents. 

Although additional respondents enable researchers to 
control for informant bias (Kumar, Stern, and Anderson 
1993), the pilot study indicated that additional respondents 
were not available at the retail level. Nevertheless, we 





lAfter the data-collection period, the refiners implemented two 
systems to alleviate stress associated with the transition to the dual 
brand. The refiners established a program designed to guarantee 
consistency in role expectations and reporting responsibilities 
throughout the system, and they developed a comprehensive online 
operating system intended to clarify managerial role expectations. 


employed a matching dyad approach using data gathered 
with the refiners’ area supervisors. Given that supervisors 
oversee four to ten retail outlets, it was infeasible to obtain 
reports for each outlet. We obtained 71 reports, which 
reflected a 95% response rate from supervisors. The man- 
ager and supervisory surveys used parallel wording. We 
employed coefficient alpha, item-to-total correlation, and 
exploratory factor analysis to purify the measures. We elim- 
inated items that did not load properly in either factor ana- 
lytic procedure. Eigenvalues and scree tests illustrated that 
one factor was sufficient to represent the items within each 
conceptual domain. 


Measures 


Transaction-specific assets. The dealer’s investments in 
the current and prior operating systems were analyzed by 
separate sets of measures drawn from Anderson’s (1985) 
company-specific asset scale. Four seven-point Likert-type 
items assessed the investment dedicated to learning the retail 
operating system. 

Communication modality. We assessed this construct 
using formative measures of the frequency of usage of com- 
munication channels (Mohr, Fisher, and Nevin 1996). Man- 
agers interact with the refiner through face-to-face contact, 
telephone, letters, Internet, union meetings, seminars, and 
local retailer meetings. The refiner uses these modes but also 
communicates through advertisements, sales literature, and 
newsletters. We grouped the measures into three categories: 
personal (face-to-face messages and telephone calls), group 
(union meetings, local managers’ meetings, and seminars), 
and impersonal interactions (letters and Internet contacts, 
refiner promotions, sales, and newsletters). 


Role stress. The role stress scales were based on the 
seven-point measures developed by Rizzo, House, and 
Lirtzmann (1970). The conflict and ambiguity measures 
consisted of six and seven items, respectively. 


Competence. This construct was analyzed by two seven- 
point items that addressed the knowledge and skills acquired 
by the local retail personnel. The scale was adapted from 
Kumar, Stern, and Achrol (1992). 


Customer satisfaction. The satisfaction scale was based 
on Kumar, Stern, and Achrol’s (1992) customer satisfaction 
scale. Three seven-point Likert items assessed efforts to 
achieve customer satisfaction. 


Contributions to sales. This construct was assessed 
through three seven-point Likert items derived from Kumar, 
Stern, and Achrol (1992). The items addressed sales’ contri- 
butions compared with competitors’ and other retailers’ 
sales. 


Coordinated bargaining efforts. This construct exam- 
ined the extent to which negotiation sessions were system- 
atic and effective. Two seven-point items drawn from 
Nygaard (1992) were employed. 


Construct Validity 


We employed Anderson and Gerbing’s (1988) two-phase 
approach to assess the model. We assessed the first phase, 
confirmatory factor analysis of the reflective measures, 
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using EQS. Initial analysis (xX2(406) = 635.546, p < .05; some correspondence between the model and data 
comparative fit index [CFI] = .921) indicated that elimina- (x2(529) = 610.049, p < .05; CFI = .976), yet chi-square dif- 
tion of some items would enhance the fit indices. Neverthe- ference analyses warranted the deletion of paths from the 
less, pursuit of optimal fit can limit the conceptual domain. received view model. In addition, sequential chi-square dif- 
Standardized residuals and Lagrange multipliers indicated ference tests suggested a group-based communication deter- 
significant cross-loadings for one conflict item. Removal of minant of cooperative bargaining efforts (x2(1) = 5.222, p < 
the item (see the Appendix) offered a stronger representation .05), a parabolic influence of ambiguity on competence 
of the data (y2(377) = 589.979, p < .05; CFI = .926). We (x2(1) = 5.735, p < .05), and interaction effects for contribu- 
assessed discriminant validity by comparing this model with tions to sales (¥2(1) = 5.763, p < .05). The resulting analysis 
others in which the correlation between two constructs was offers a more parsimonious model (%2(537) = 605.534, p < 
set to one. In each case, the chi-square difference test .05; CFI = .980). 


evinced discrimination. For example, the discriminant test The second series investigated the G-A-S effects as a 
for conflict and current assets was significant (y2(1) = competing model to the received view. The G-A-S effects 
14.504, p < .05). Table 3 provides correlations and descrip- were modeled as sine functions of the ambiguity and con- 
tive statistics for the constructs. flict variables. This model offers some correspondence to 


the data (y2(496) = 607.337, p < .05; CFI = .967), yet chi- 
square difference tests warrant the deletion of several pro- 
Tests of Hypotheses posed paths. The Lagrange procedure indicates a relation- 
The second phase of Anderson and Gerbing’s (1988) frame- ship between group-based communication and bargaining 
work employs structural equation modeling to assess the efforts (x2(1) = 6.686, p < .05). In addition, personal inter- 


proposed relationships.? We developed two series of models. action has a direct influence on contributions to sales 
The first series assessed the received view, interactive, and (XX1) = 7.911, p < .05). The resulting model offers a more 
parabolic influences of stress. As a means for assessing efficient representation of the relationships among the con- 


interaction effects, we incorporated Ping’s (1995) estimation structs (xX2(502) = 607.785, p < .05; CFI = .970). The Fried- 
technique. Because multiplicative terms raise the possibility man comparison test (Rigdon 1999) suggests that this model 


of multicollinearity and Type I errors, we mean-centered provides superior fit to the trimmed multiplicative model 
and standardized the individual measures before developing (XX(1) = 7.52, p < .05), yet the pattern of results warrants 
the nonlinear terms. The initial model examined the linear examination of both models (see Table 4). 

influences of stress on effectiveness. We employed The influence of role stress on retailer competence is the 
Lagrange multipliers to assess whether interactive and para- focus of Hia Hibe» Hza» and Hay. Ambiguity has the antici- 


bolic influences enhanced the received view model (Bentler pated negative, linear effect (B = —.373, t = —3.21), and the 
1993). Structural analysis of the linear model indicated parabolic effect (B = .228, t = 2.76) is significant. The graph 
=== FT outlined in Figure 2, Panel A, suggests that these results do 

2We also assessed the proposed model using ordinary least not reflect the inverted-U effects outlined in habit formation 
squares regression. We extracted the trigonometric and multiplica- and activation theory, but they are consistent with the alarm 
tive terms from equations that regressed them against their relevant and reactance phases of the G-A-S. The sine function, how- 


linear constructs (see Singh 1998). This procedure eliminates prob- š SE = = . _ 
lematic multicollinearity among the antecedent variables. Although ever, is not significant (B = .155, t = 1.82). The linear (B = 











the resulting models are biased because of measurement errors, the 077, t = .47) effects of conflict are nonsignificant. Although 
pattern of results is similar to that resulting from the structural the trigonometric (B = ~.154, t = —1.80) effects of conflict 
equation models. are marginally significant, they are contrary to the hypothe- 
TABLE 3 
Correlation Matrix and Descriptive Statistics 
Correlations® 
Mean s 1 2 3 4 5 6 7 8 9 10 11 

1. Current specific assets 5.19 1.02  .65b 

2. Prior specific assets 3.88 2.46  .042 .95 

3. Personal mode 3.14 1.46  .121 038 — 

4. Group mode 2.99 1.35 .085 056 348 —c 

5. Written mode 3.45 1.22  .045 —043 .188 .408 —<c 

6. Role ambiguity 2.96 1.06 -.030 263 -.224 —125 —132  .81 

7. Role conflict 4.07 1.43 424 025 .000 -.047 012 .280  .84 

8. Competence 492 1.23 042 —082  .127 -.015 126 —299  .075 .69 

9. Customer satisfaction 6.43  .86 .113 002  .115  .054 .144 —260 —027 .234 .88 


10. Contributions to sales 4.67 1.24 .071 —012 229  —025  .047 -230  .000 .260 .092 .81 
11. Bargaining efforts 3.82 1.49 —110 4.007  .106 .198  .152 -.401 —316 .079 .149 .062 .75 


aCorralations with absolute values greater than .13 are significant at p < .05. 
bInternal consistency measures are on the diagonal. 
cFormative scale. 
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FIGURE 2 
Effects of Stress on Multiple Facets of 
Effectiveness 


A: Nonlinear Effects of Ambiguity on Effectiveness 





B: Interactive Effects of Stress on Contributions to 
Sales 








ses. At low levels, increases in conflict yield greater compe- 
tence, yet this trend subsides rapidly. Together, these results 
support H;,, yet they do not support Hib, Ha, and Dat, 

H3,, H3p, H4,, and Huy examine the effects of stress on 
customer satisfaction. The linear ambiguity parameter (f = 
—201, t « —1.16) is nonsignificant, yet the trigonometric (B = 
.157, t = 1.96) function supports H3,. Graphic presentation 
of the relationship (Figure 2, Panel A) is suggestive of the 
initial and reactance stages of G-A-S, yet the degradation 
stage is not observed. H4, and H4; are not supported, given 
the nonsignificant, linear (B = .082, t = .86) and sinusoidal 
(B = —050, t = —66) effects. 

The linear, trigonometric, and interactive influences of 
stress on contributions to sales are addressed in Hs,, Hay, 
Hs, Hea and He, Ambiguity (B = —292, t = —2.94) is sig- 
nificantly related to the dependent variable, yet the trigono- 
metric function is also significant (B — .165, t — 2.49). 
Simultaneous evaluation of the linear and sine functions by 
means of constraint analysis (Bentler 1993) indicates 
(X2(1) = .88, p < .35) that the influence of the linear function 
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does not exceed that of the sine variable.? In addition, the 
linear (B = —.010, t = —06) and trigonometric (B = .057, t = 
.91) effects of conflict are nonsignificant. The interactive 
influence of ambiguity and conflict on contributions to sales 
is significant (B = .186, t = 2.49), yet the effect is contrary to 
the hypothesis. To examine these effects, we generate 
dichotomous levels of ambiguity and conflict on the basis of 
a median split. We estimate mean levels of contributions to 
sales for each pair of dichotomous values. The results (see 
Figure 2, Panel B) indicate that ambiguity has a negative 
influence on contributions to sales, yet role conflict moder- 
ates the effect. When conflict is low, increases in ambiguity 
lower contributions to sales (eu = 3.88, p < .05). When con- 
flict is high, increases in ambiguity do not significantly 
lower contributions to sales (uo = 1.58, p > .05). Together, 
these results support Hs, and Da but fail to support Hs, 
Ha, and Hg, 

The influences of stress on bargaining efforts are the 
focus of H7,, Hz, H7c Hga, and He, In contrast to Hz,, Hz, 
and H5, ambiguity is not a significant, linear (B = —.164, t = 
—.90) or trigonometric (B = .073, t = .94) antecedent to bar- 
gaining efforts, and the interaction with conflict (xX2(1) = .85, 
p < .36) does not influence bargaining efforts. Hg, is rejected 
because of the nonsignificant, trigonometric effect (B = 
043, t = .57), but the linear effect of conflict outlined in Hg, 
(B 2 —311, t = —1.99) is supported.4 

Hg-H;? examine whether transaction-specific assets 
influence role stress. Although previous investments in the 
operating system do not influence conflict (y = .000; t = .00, 
p > .05), they have a significant influence on ambiguity (y = 
.336; t = 3.68, p < .05). Currently dedicated assets are asso- 
ciated with conflict (y = .575; t = 3.56, p < .05), yet they do 
not influence ambiguity (y = .079; t = .89, p > .05). These 
results support Hg and Hy, but they offer no support for Hig 
and H, l 

Facets of communication are the focus of H,4 and H4. 
Personal interaction lowers ambiguity (Y = —247; t = —3.07, 
p < .05), yet it does not influence conflict (y = —.086; t = 
—1.23 p > .05). The results lend partial support to H,3, but 
not Hu? 


3The constrained model treating the absolute value of the coeffi- 
cients as equivalent provides beta coefficients of —.132 (t = —3.08) 
and .205 (t = 3.08) for the linear and sine functions, respectively. 
In the unconstrained model, the beta coefficient for the linear vari- 
able is —.202 (t = —2.20), and the sine coefficient is .172 (t = 2.30). 

4No other parabolic or interactive terms are significant. The 
Lagrange multipliers do not implicate the squared ambiguity term 
as an antecedent to customer satisfaction (x2(1) = 2.600, p < .11), 
contributions to sales (x2(1) = 595, p < .44), or bargaining efforts 
(XX) = .237, p < .63). Similarly, the quadratic conflict term is not 
related to competence (x2(1) = 2.182, p < .14), customer satisfac- 
tion (X41) = 1.767, p < .18), contributions to sales (x2(1) = .617, 
p < 43), or bargaining efforts (x2(1) = .854, p < .36). The interac- 
tion term is unrelated to competence (x2(1) = 1.897, p < .17), cus- 
tomer satisfaction (xX(1) = 1.184, p < .28), and bargaining efforts 
(xX1) = .000, p < .99). 

5The Lagrange multipliers indicate that neither written (x2(1) = 
1.258, p < .262) nor group-based (x2(1) = .174, p < .676) commu- 
nication influence role ambiguity. Similarly, the Lagrange multi- 
pliers do not indicate an influence of written (y2(1) = .000, p < .99) 
or group-based OCI) = 1.091, p < .30) communication on role 
conflict. 


Discussion 


Our goal has been to examine role stress in horizontal 
alliances. The results support the received view prediction of 
a linear, negative influence of conflict on efforts to stream- 
line bargaining and of ambiguity on competence and contri- 
butions to sales. In addition, nonlinear effects that reflect the 
alarm and reactance phase of G-A-S are observed in the 
treatment of ambiguity as a determinant of competence, cus- 
tomer satisfaction, and contributions to sales. The data also 
suggest that conflict moderates the influence of ambiguity 
on contributions to sales. Role ambiguity is positively 
associated with dedication to the old operating system, but it 
is quelled through personal communication. In contrast, 
conflict is positively associated with current specific 
investments. 


Theoretical Implications 


Our analysis of stress in horizontal alliances has incorpo- 
rated three underlying goals. The first goal has been to 
examine influences of ambiguity and conflict on facets of 
effectiveness drawn from the competing values frame- 
work (Cameron and Quinn 1999). Human resource devel- 
opment values, such as competence, focus on flexibility 
and an internal focus, yet market-based values such as 
contributions to sales favor control along with an external 
orientation. Retailer efforts to enhance customer satisfac- 
tion and other open-system values emphasize autonomy 
and an external orientation, whereas coordinated bargain- 
ing efforts and related factors emphasize an internal, 
control-based approach to performance. Our treatment of 
these facets of effectiveness underscores the need to iden- 
tify the dimensions of effectiveness that are focal to the 
research. Discrete organizational outcomes not only may 
be uncorrelated but also may have different antecedents. 
Theory and practice benefit through explicit identification 
of the forms of effectiveness addressed in the research. 
The competing values approach provides a rich theoreti- 
cal foundation for the analysis of multiple channel 
outcomes. 

Our second objective has been to examine alternative 
theoretical perspectives on the influences of role stress on 
organizational outcomes. We offered rationales that are 
associated with the received view (House and Rizzo 
1972), G-A-S (Selye 1950), and the interaction approach 
(Fried et al. 1998). Although no support is provided to the 
interaction approach, our research suggests that the form 
of effectiveness mitigates the merits of the other 
approaches. The negative effects associated with the 
received view are observed in the relationship between 
conflict and bargaining efforts. The received view effects 
of ambiguity also garner some support, but these effects 
are augmented by other factors. When the system places 
value on personal autonomy or an external orientation, 
there is evidence that managers develop skills that yield 
competence, customer satisfaction, and contributions to 
sales despite rising levels of ambiguity. These results sug- 
gest that the effects outlined by G-A-S (Selye 1950) are 
germane when organizational values emphasize personal 
flexibility or an external focus. These results are tentative, 


yet they point to the need to consider multiple theories 
when examining the influences of ambiguity on 
effectiveness. 

The third objective of our research has been to identify 
organizational and communicative processes that influence 
alliances. Dedicated assets have been implicated as determi- 
nants of organizational structure, but the deleterious conse- 
quences of specific assets have not been considered. Our 
research indicates that investments in the previous retail 
operating system raise ambiguity that influences compe- 
tence, customer satisfaction, and contributions to sales. Cur- 
rent investments in the operating system increase conflict 
and subsequently constrain bargaining sessions. These 
results reinforce the need to consider multiple consequences 
of specific assets. Investments not only have implications for 
control structures but also influence working relationships. 

Our study also has implications for theory addressing 
the mode of communication employed to distribute infor- 
mation. Mohr, Fisher, and Nevin (1996) emphasize the 
influence that communication style has on commitment, sat- 
isfaction, and coordination, yet scant research has examined 
the influence of communication media on other facets of 
interfirm process and performance. Our research suggests 
that personal modes of communication reduce ambiguity 
and thus indirectly influence effectiveness. In addition, 
group-based communication raises the efficiencies of inter- 
firm bargaining. These results are consistent with research 
that underscores the merits of personal communication 
(Hallowell 1999). Personal media facilitate dialogue that 
enables parties to resolve ambiguities, and they facilitate 
gestalt evaluations of verbal and nonverbal aspects of inter- 
action. The overriding implication of these results is the 
need to consider the mode of communication. As electronic 
media evolve and become more personal, research should 
examine their influence on multiple facets of effectiveness. 


Implications for Organizational Design 


Although the context, pattern of results, and method limit 
the extent to which generalizations can be drawn from our 
research, some tentative recommendations should be 
acknowledged. First, our work underscores the need to con- 
sider the underlying values associated with effectiveness. 
Prior studies indicate that the influences of stress vary with 
the form of effectiveness, yet prior research does not offer a 
framework for categorization and analysis of alternative 
forms of effectiveness. The competing values framework 
classifies forms of performance, and our research augments 
this framework by linking alternative stress theories to the 
underlying values pursued by the organization. When orga- 
nizational values downplay personal autonomy, role conflict 
has a deleterious influence on interfirm outcomes. There- 
fore, organizations grounded in this perspective should seek 
decision-making structures that limit the level of stress 
encountered by trading partners. 

Other performance-related values stand in contrast to 
the control-based internal orientation of a hierarchy, and 
our research suggests that these values systems have more 
complex relationships with stressors. Organizational val- 
ues that emphasize flexibility recognize the merits of 
enabling local managers to develop their own approaches 
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to problem solving. Similarly, organizational values that 
emphasize an external ortentation recognize that bound- 
ary spanners interact with the environment to exact out- 
comes. To the extent that these outcomes are valued 
within the organization, local managers should anticipate 
some uncertainty. Ambiguities in a role facilitate learning 
by the role player, and the learning process garners posi- 
tive outcomes despite increasing levels of stress (Selye 
1974). 

A second implication of our work is the need to under- 
stand that action taken to achieve one objective may have 
countervailing influences on other factors. For example, 
training programs designed to make local managers more 
knowledgeable about the operating system may result in 
more prolonged bargaining sessions. The competing values 
framework emphasizes contradictory outcomes realized 
because of managerial action, yet few research studies have 
addressed this contingency. Our work reinforces the need 
for local and area managers to recognize multiple influences 
of stress. 

The results provide insight into mechanisms that can be 
used to control the level of ambiguity and conflict, notably 
through transaction-specific investments and personal 
modes of communication. Our preliminary results suggest 
that facets of the investment in the retail system yield higher 
levels of role stress. Consequently, upper-level managers of 
these networks should recognize that role issues are most 
likely to emerge among local managers with the most 
invested in the retail system. Retailers contemplating dual 
branding should recognize that ambiguity would be greater 
among local managers with large personal investments in 
the system. Similarly, the investment made upon entering 
the new system will raise the level of role conflict. Upper- 
level management can confront these issues by placing 
greater emphasis on personal interactions with the local 
managers. As the perceived level of personal interaction 
increases, ambiguity diminishes. Impersonal communiqués 
offer efficiency in the transmission of policies, but they do 
not quell conflict or ambiguity. Consequently, organizations 
that seek to contain role stress should place greater empha- 
sis on personal modes of communication. 


Limitations and Further Research 


The implications drawn from this study must be viewed in 
light of the limitations inherent to the research. The outcome 
variables were based on measures developed in prior 
research. Replication facilitates comparison, yet replicated 
measures may provide relatively poor statistical properties. 
Therefore, the results associated with competence and bar- 
gaining efforts are limited by the constraints of two-item 
scales. The role stress measures have been criticized because 
of the counterbalancing of positive and negative role stress 
measures. McGee, Ferguson, and Seers (1989) have devel- 
oped a procedure for the comparison of the ambiguity and 
conflict factors with a singular-factor model that incorpo- 
rates negatively keyed ambiguity items. Their results indi- 
cate that the factor structure for Rizzo, House, and Lirtz- 
mann’s (1970) measures of ambiguity and conflict is due to 
the wording of the items. Although our replication is not 
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fully consistent with their findings,® their study underscores 
the need to address the breadth of the construct by means of 
measures that are not confounded by wording biases. 

Our Norwegian oil retailing milieu can also be aug- 
mented through replication of the model in contrasting 
empirical contexts. Oil retailing may differ from other con- 
texts on the basis of the resource advantages and near- 
monopoly power wielded by the refiners. In addition, state 
participation in the oil industry may limit the ability to gen- 
eralize our findings to contexts in which government adopts 
a more laissez-faire approach to commerce. Moreover, the 
findings associated with retail managers may not replicate 
with other groups. Retail managers interact with customers, 
yet they also dedicate time to administrative tasks. The 
influence of stress on efforts to achieve customer satisfac- 
tion and contributions to sales may be more pronounced 
among customer service employees than among managers. 

This survey-based research uses logic drawn from labo- 
ratory research to examine the effects of stress on effective- 
ness. Àn important distinction between the methods is the 
manner in which the influences of stimuli are recorded. Lab- 
oratory methods chart the within-subjects responses of 
organisms to progressively higher levels of stress, yet surveys 
record between-subjects self-reports of multiple levels of 
stimuli. Future efforts can augment our research by longitu- 
dinally tracking responses to stress. Time series provides the 
opportunity to chart the initial distribution of respondents 
along the G-A-S thresholds. The researcher has the opportu- 
nity to observe whether the G-A-S or other stress-based 
effects are realized. This design would be particularly 
insightful in the tracking of stress throughout the planning 
and completion of an alliance. The research can move beyond 
the limits of our study and isolate changes in stress incurred 
through the alliance. Furthermore, the research could track 
bidirectional changes in the mode of communication and pre- 
/postmerger specific assets and their influences on stress. 

Our research suggests that stress influences organiza- 
tional outcomes, but it does not consider factors that miti- 
gate the influence of stress. Empowerment should be ger- 
mane to organizational values that emphasize personal 
flexibility (Quick et al. 1997). Organizations that empower 
their managers grant them a level of autonomy that raises 
perceptions of competence. Because empowered managers 
operate under a broader set of parameters, they should be 
equipped to achieve levels of customer satisfaction that 
exceed those achieved by highly scrutinized managers. If 
empowerment is to yield desired outcomes, it is essential for 





6Replication of the procedure developed by McGee, Ferguson, 
and Seers (1989) failed to illustrate that differences in the scales 
are solely due to wording or construct discrepancies. The proce- 
dure involves the comparison of the oblique ambiguity and conflict 
factors model with a singular factor model that incorporates nega- 
tively keyed ambiguity items. The chi-square for the oblique model 
is greater than that of the second model (x2(76) = 210.468 versus 
OTI = 205.780), and the rho statistic for the second model 
exceeds that of the oblique model (p = .805 versus p = .801). In 
contrast, the delta statistic and CFI for the oblique model (5 = .833, 
CFI = .805) are greater than the values generated for the second 
model (6 = .821, CFI = .801). The root mean square residual 
(RMSR) statistics are identical for the two models (RMSR = .05). 


managers to be psychologically involved and interested in 
the decision-making process (Quick et al. 1997). They must 
also have the ability to express their thoughts about deci- 
sions and believe that their participation is personally rele- 
vant to their future. When these conditions hold, empower- 
ment should lead to heightened levels of competence and 
customer satisfaction. 

Analysis of the dominant organizational culture operat- 
ing within the network can also augment our research on 
competing values. Multiple facets of effectiveness are asso- 
ciated with specific organizational cultures, yet few firms 
place equal emphasis on all facets of effectiveness. Singh, 
Verbeke, and Rhoads (1996) illustrate that organizational 
archetype mitigates the influences of stress. À procedural 
archetype characterized by an emphasis on efficiency cat- 
alyzes the effects observed in the relationships among ambi- 
guity, conflict, and bargaining efforts, yet an achievement 
configuration exacerbates the influences of stress on contri- 
butions to sales. Research that examines organizational cul- 
ture and archetype would offer insight into processes by 
which stress influences effectiveness. 

In addition to the institutional constraints on stress, the 
research can also be augmented by analysis of coping skills. 


Coping refers to efforts to manage demands that tax a per- 
son’s resources (Latack and Havlovic 1992). Research 
should consider the extent to which the focus of coping is 
problem-centered and the degree to which the method for 
coping is cognitive, proactive, and social. When stressors 
exceed people’s ability to cope, burnout is manifested as 
emotional exhaustion, reduced accomplishment, and deper- 
sonalization (Singh, Goolsby, and Rhoads 1994). Stress 
directly lowers psychological outcomes, yet the eustress 
effects of stress on behavioral outcomes are cancelled out by 
the mediating effects of burnout. Research seeking to isolate 
positive and negative influences of stress would benefit from 
analysis of coping mechanisms. 

In conclusion, the purpose of our research has been to 
investigate antecedents and consequences of stress in hori- 
zontal alliances. Our results suggest that economic condi- 
tions and communicative mechanisms influence role stress. 
Furthermore, ambiguity and conflict influence multiple 
facets of effectiveness, and the form of influence is miti- 
gated by the underlying values pursued by the organization. 
We hope that these findings are informative to retail man- 
agement and interorganizational theory. 


APPENDIX 
Measurement Models 
Lo MMMM 
Initial Trimmed 
Scale items Modela Modela 
investment in Current System 
It is vital that a manager builds strong relationships within our company. .322b .324b 
The refiner's procedures and policies are complicated. .807 .810 
It is difficult for a manager to leam all tasks necessary to function effectively in the system. .655 .653 
A newcomer to the system must leam our language and culture before being capable to function 
effectively. .356 352 
Investment in Prevlous System 
Before the merger, it was difficult for a new station manager to work effectively. .869b .B69b 
The refiner's procedures and policies were complicated prior to the merger. .917 .917 
Before the merger, it was difficult for a manger to learn all tasks necessary to function effectively in 
the system. 951 951 
Prior to the merger, a newcomer to the system had to learn the company's language and culture 
before being capable to function effectively. 901 .901 
Role Ambiguity 
I feel certain about how much authority | have. (r) .422b 422b 
1 know what my responsibilities are. (r) .616 615 
| have just the right amount of work to do. (r) .422 420 
I know that ! have divided my time properly. (r) .566 .567 
| know exactly what is expected of me. (r) KOCH .752 
Explanation of what has to be done is clear. (r) .738 .738 
| perform work that suits my values. (r) 594 .594 
Role Conflict 
| receive assignments without the personnel to complete the task. .8185 .822b 
| have to circumvent rules or policies to complete assignments. 635 .644 
I receive incompatible requests form two or more refiner personnel. .446 .446 
| often get assignments without adequate resources and materials to execute them. .843 .841 
| work on unnecessary things for the refiner. .709 703 
I have to work under vague directives or orders. .389 — 
Competence 
We believe that we have acquired the necessary business skills to operate successfully in my 
market. .721b .724b 
We believe that we have a great deal of knowledge about the features and attributes of the 
refiner's products. .731 .728 
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APPENDIX 
Measurement Models 








Initial Trimmed 
Scale Items Modela Modela 
Customer Satisfaction 
We do everything we can to make our customers happy. .715b .715b 
We provide quality assistance in the solution of any problem involving the refiner's products. .902 .901 
We provide information that lowers uncertainty about use of the refiner's products. .705 .705 
Contributions to Sales 
Relative to other dealers, we have been successful in selling the refiner's products. .820b .820b 
Compared to other dealers, we have achieved a higher level of market penetration for the refiner. .946 .946 
We have contributed more to the refiner's business in this market than other dealers. .746 .746 
Bargaining Efforts 
Our meetings with the refiner's representatives are very effective and systematic. .753b .751b 
Both parties are always well prepared in the meetings with the refiner so that decisions can 
be made. .804 .805 
Summary Statistics 
2 635.546 589.979 
(d.f.) 406 377 
p-Value .001 001 
RMSR .050 047 
CFI .921 926 


SA factor loadings have t-values that exceed 2.0. 
bThese Items are fixed for the purpose of scaling. 
Notes: Items marked (r) were reverse scored. 
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Neeli Bendapudi & Robert P. Leone 


Managing Business-to-Business 
Customer Relationships Following 
Key Contact Employee Turnover in a 
Vendor Firm 


Customers form relationships with the employees who serve them as well as with the vendor firms these employ- 
ees represent. In many cases, a customer's relationship with an employee who is closest to them, a key contact 
employee, may be stronger than the customer's relationship with the vendor firm. If the key contact employee is 
no longer available to serve that customer, the vendor firm's relationship with the customer may become vulnera- 
ble. In this article, the authors present the results of two studies that examine what business-to-business customers 
value in their relationships with key contact employees, what customers' concerns are when a favored key contact 
employee is no longer available to serve them, and what vendor firms can do to alleviate these concems and to 
retain employee knowledge even if they cannot retain the employee in that position. The studies are based on a 
discovery-oriented approach and integrate input from business-to-business customers, key contact employees, 
and managers from a broad cross-section of companies to develop testable propositions. The authors discuss 


managerial and theoretical implications and directions for further research. 


ustomers frequently form relationships with the 

employees with whom they interact, as well as with 

the firms these employees represent. The employees 
who are closest to the customer, whom we term key contact 
employees, include the insurance agent who calls on a busi- 
ness, the lead architect on a design project, or the certified 
public accountant from an accounting firm that does the 
company's books (Stanley 1985). In many cases, customers” 
relationships with the vendor firm's key contact employees 
are stronger than their relationships with the firm itself 
(Czepiel 1990; Gwinner, Gremler, and Bitner 1998). Vendor 
firms encourage the relationship-building efforts of their 
employees with business-to-business customers, as well as 
with end consumers (Cravens 1995; Dwyer, Schurr, and Oh 
1987; Weitz and Bradford 1999), because they view these 
relationships as means to strengthen the firms' relationships 
with the customers. 

When a vendor firm's key contact employee is no longer 
available to serve the customer, the loss may fundamentally 
alter the firm's relationship with the customer. American 
Express estimates that, on average, 3096 of a financial advi- 
sor's clients would move with their advisor if he or she were 
to leave the firm (Tax and Brown 1998). Even if the cus- 
tomer is unwilling or unable to switch to a competitor in the 
short run because of switching costs and contractual obliga- 
tions, in the long run, the loss of a favored key contact 
employee still may be a catalyst for the customer to reeval- 
uate the business relationship with the firm (Anderson and 
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Robertson 1995; Duboff and Heaton 1999), making the cus- 
tomer less open to building additional bonds with the firm 
and/or more open to moving to a competitor over time. 
Historically, firms have dealt with this issue by relying 
on retention and noncompete agreements. Retention empha- 
sizes building employees' organizational commitment and 
preventing turnover (Gould 1979; Lee and Maurer 1997). 
However, in a booming economy and tight labor market, 
some employee turnover is inevitable. Furthermore, the cus- 
tomer experiences turnover in the key contact employee 
position not only when the employee leaves the firm but also 
when the employee Te transferred or promoted within the 
firm. Noncompete clauses and contracts prohibit employees 
from working for direct competitors to minimize the poten- 
tial for customer loss following the loss of an employee. 
However, courts are striking down these clauses as restrict- 
ing trade (Stafford 1998), and several states have enacted 
laws to limit or eliminate such clauses (Singleton 1997). 
Because of these economic and regulatory realities, vendor 
firms must find other solutions to address potential negative 
responses from customers in any situation in which their 
employees are unable to continue to serve customers. 
Despite its managerial relevance (Buss 1999; Slater 
1998), there has been little academic attention to what hap- 
pens to the vendor firm—customer relationship when there is 
key contact employee turnover. We address the gap in aca- 
demic literature by examining through two studies (1) cus- 
tomer responses to key contact employee turnover and (2) the 
strategies firms can use to reduce the vulnerability of the 
firm-customer relationship in this situation. We adopt a 
discovery-oriented approach, drawing on the input of business 
practitioners. We then integrate their input with extant litera- 
ture to develop a theoretical model and research propositions. 
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Study 1: Business-to-Business 
Customers’ Concerns About Key 
Contact Employee Turnover in 
Vendor Firms 


Conceptual Background and Research Questions 


In studying business-to-business customer relationships, 
several authors have made the case for dealing with cus- 
tomer relationships with the firm and its key contact 
employee as distinct but interrelated constructs (Barnes 
1997; Weitz and Bradford 1999). Much of the literature on 
customer relationships with a vendor firm’s employees has 
focused on understanding the employee characteristics that 
contribute to strong customer relationships such as familiar- 
ity (Brown 1995), expertise (Brown and Swartz 1989), cus- 
tomization (Smith and Smith 1997), similarity (Crosby, 
Evans, and Cowles 1990), empathy (Pilling and Eroglu 
1994), likability (Jones et al. 1998), trust (Doney and Can- 
non 1997), and power within the organization (Moorman, 
Deshpandé, and Zaltman 1993). These relationships result 
in positive emotional ties (Beatty et al. 1996; Price and 
Arnould 1999) and greater likelihood of the customer con- 
tinuing to do business with the firm (Seabright, Levinthal, 
and Fichman 1992). 

Studies of the vendor firm-customer relationship have 
focused on the firm characteristics that result in strong ties 
with customers (Brown 1998), such as familiarity (Yoon, 
Guffey, and Kijewski 1993), financial soundness (Ham- 
mond and Slocum 1996), leadership competence (Petrick et 
al. 1999), and corporate social responsibility (Brown and 
Dacin 1997). Relationships with firms affect customers' 
product responses (Brown and Dacin 1997), as well as busi- 
ness partners' interorganizational relationships (Dollinger, 
Golden, and Saxton 1997). 

Despite the interrelationships between the two foci of 
customer relationships—firms and their employees—most 
studies focus only on one relationship level, either the rela- 
tionship with the employee (Crosby, Evans, and Cowles 
1990) or the relationship with the firm (Morgan and Hunt 
1994). Scant attention has been paid to customers' simulta- 
neous relationships with both targets: key contact employees 
and the firms they represent (Doney and Cannon 1997). 

We have identified only four studies that simultaneously 
examine the relationships of the customer to the employee 
and the vendor firm. Doney and Cannon (1997) report dif- 
ferential antecedents and consequences of trust in the firm 
versus trust in its salesperson in a business-to-business con- 
text and find that customers' trust in the firm directly affects 
their intentions to do business with it, whereas trust in the 
salesperson has an indirect effect through trust in the firm. 
Macintosh and Lockshin (1997) examine customers' rela- 
tionships with stores and their employees and find that 
strong relationships with specific employees have a positive 
effect on the customers' attitudes toward the store. Brown 
(1995) reports that there is greater correspondence between 
evaluations of the suppliers and the suppliers’ sales forces 
when customers evaluate vendors with whom they are famil- 
iar than when they evaluate vendors with whom they are less 
familiar. Reynolds and Beatty (1999), in a study of retail 
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consumers, find that loyalty to the salesperson leads to sev- 
eral firm-level benefits, such as increased spending and pos- 
itive word of mouth. 

These four studies focus on ongoing customer relation- 
ships with both the vendor firm and the employee. Only two 
studies have addressed the impact of key contact employee 
turnover on customers’ relationship with the firm. Beatty 
and colleagues (1996) report that retail customers, when 
asked hypothetically, stated that they would follow a store 
employee to a competing store if comparable products were 
available. Lovett, Harrison, and Virick (1997) draw on the 
resource dependence framework (Barney 1991) to present a 
conceptual framework of whether customer defection fol- 
lows key contact employee turnover. Because the perceived 
dependence on a resource is greater when the resource is 
rare, valuable, inimitable, and nonsubstitutable, Lovett, Har- 
rison, and Virick (1997) posit that customer defection is a 
function of the relative inimitability of the employee versus 
the firm. However, no research has empirically examined 
customers’ concerns when a vendor firm’s key contact 
employee leaves. Therefore, Study 1 explores the following 
two questions: What do customers value in their relation- 
ships with key contact employees? and What are customers’ 
concerns about losing key contact employees? 


Methods 


Because our investigation is exploratory, our methods fol- 
lowed the guidelines for grounded theory development 
(Deshpandé 1983; Glaser and Strauss 1967). We collected 
data from business-to-business managers. Rather than rely 
on prior theories to test data in the traditional hypothetico- 
deductive approach (Keaveney 1995), we analyzed practi- 
tioner input from representatives of both vendor and cus- 
tomer firms, allowing patterns to emerge from the data. The 
sequence of research methods is detailed next. 

Two researchers initially conducted a series of informal 
conversations with business-to-business managers: three 
vendors and seven buyers from seven companies. Five inter- 
views were conducted in person and five by telephone. Both 
researchers participated in these conversations, which lasted 
between 30 and 45 minutes, and took extensive, independent 
notes during and immediately after the conversations took 
place. The researchers met and debriefed on the content of 
the conversations, aspects of business-to-business buyer— 
seller relationships, and the vocabulary used by the respon- 
dents. An illustration of the refinement of our vocabulary is 
the use of the term “key contact employees” rather than 
“service providers.” It quickly became apparent that though 
the marketing literature uses the term “service provider” to 
refer to an employee, business respondents use “service 
provider” to refer to the firm. An early respondent suggested 
the term “key contact employee,” and when this term was 
used with subsequent respondents, it was more clearly 
understood and was adopted for the rest of the study. 

On the basis of the insights developed through these 
conversations, we developed the moderator’s guide for sub- 
sequent focus groups. We recruited focus group respondents 
using industry directories, personal contacts, and references. 
Because our primary interest is business-to-business rela- 
tionships, we included services, industrial goods, and con- 


sumer packaged goods companies. We offered a copy of our 
findings as an incentive for participation. We conducted and 
moderated six focus group interviews. The size of the focus 
groups ranged from IO to 15 subjects for a total of 72 
respondents. The sessions lasted from an hour to an hour 
and a half. We formed the groups and conducted the inter- 
views in accordance with accepted guidelines in the field 
(Calder 1977). Because homogeneity of the groups is 
regarded as an important facet to ensure open participation 
and because our respondents were business professionals, 
we emphasized homogeneity of rank and functional area 
rather than of sex or age. There were two groups of key con- 
tact employees (14 and 11), a group of 12 senior-level sales 
managers, a group of 10 human resources (HR) personnel, a 
group of 15 purchasing managers, and a group of 10 senior 
managers. Of the 72 participants, 44 were men and 28 were 
women. Participants’ tenure with their firm varied: 10 had 
worked at the firm for 5 years or less, 20 for 6 to 10 years, 
31 for 11 to 20 years, and 11 for 21 or more years. 


Data Analysis 


From audiotapes and detailed field notes available, six tran- 
scripts were prepared of the focus groups. Each researcher 
read the six transcripts individually and created lists of the 
aspects that customers valued in their relationships with 
employees (or aspects that employees and managers believed 
customers valued in their relationships) and of customers’ 
concerns about losing favored key contact employees (or 
what employees and managers believed customers’ concerns 
were). Through careful reading and rereading, researchers 
detailed passages and quotes that they believed reflected val- 
ued aspects of key contact employees or concerns about key 
contact employee turnover. The two researchers then met and 
compared their lists to identify areas of agreement and resolve 
any disagreements. Consensus was reached on all themes. 


Results: What Customers Value 


The focus group respondents believed that customers valued 
strong relationships with their key contact employees. For 
example, one respondent, a star sales representative for the 
pediatric products division of a major pharmaceutical firm, 
explained how he builds customer trust and loyalty by treat- 
ing customers as individuals and providing special services. 
He remarked: 


You know, most pediatricians will remember their first rep 
from our company. I would meet them first when they were 
interns and give them free product if they had kids. When 
they are starting out, I helped them with educational materi- 
als for parents and talked to them honestly about our prod- 
ucts and our competitors’ products. What matters to one doc- 
tor may be different from what matters to the next.... You 
learn about them. It goes beyond just selling the product... 
There was this specialist—a pediatric allergist—when she 
wanted to move, I called a couple of our reps in that area and 
asked if they knew any practices there that were looking for 
that specialty. It makes the reps there happy because if the 
doctor moves there, they are definitely going to have a 
chance to get their account, and if she doesn’t move, she 
appreciates my help and will recommend me to others. 


There was remarkable commonality across respondents 
when they discussed the employee characteristics that 


resulted in strong customer relationships. Some of the char- 
acteristics dealt with more objective performance measures 
such as expertise or industry experience, whereas others 
dealt with more subjective issues such as empathy or lika- 
bility. This is consistent with marketing literature that makes 
a distinction between technical quality (what is delivered) 
and functional quality (how it is delivered) (Gronroos 1995). 
Similarly, in talking about how his employees develop 
strong rapport with the company’s clients on the basis of the 
company’s ability to customize the products, the president 
of an image management firm remarked, 


Our account executives know the customer’s business as 
well as he does. Only then can they really add value. [To 
customize, account executives] need to be able to antici- 
pate customers’ needs, don’t wait for the customer to tell 
you what they need. 


The president of a technology applications company 
Suggested that competence was the key to building a strong 
customer relationship: 

In projecting a positive image, there is no substitute for 
knowledge. An individual’s answering “style” can certainly 
project a positive image during the first few seconds of a 
customer call, but without an underlying competence it 
doesn’t go far enough.... Case studies abound with tales of 
motivated and empowered interdisciplinary team members 
that created customer loyalty resulting in the sale of gazil- 
lion widgets ... but there are just as many stories that are not 
reported about foul-ups and customer irritation caused by 
dealing with personable, well-meaning half-wits, who often 
know less than the caller about specifics! In my opinion, 
there is no substitute for good old-fashioned competence. 


Key contact employee competence has ramifications 
beyond the practical application of knowledge. Many 
respondents alluded to customers’ need to feel secure about 
entrusting their accounts to the key contact employee, and 
this is influenced by the customers’ confidence in the key 
contact employee’s expertise. According to the president of 
a networks technologies firm, 


You should never undermine the authority of the employee 
in the customer’s eyes. Even if the employee is getting sig- 
nificant help from more senior staff, the customer should 
see the employee as handling the big stuff. 


Respondents also emphasized the role of subtler, inter- 
personal factors that make a key contact employee valuable 
to the customer. In speaking about her relationship with the 
manager of a support function, the director of an insurance 
company indicated that the reasons she valued him were 
numerous. The key contact employee was extremely com- 
petent, but she believed there was also value in the friendly 
relationship that had developed between them: 


I would characterize our relationship as one of professional 
friendship. It has evolved naturally over time, and now we 
feel comfortable talking about his kids, our commutes, and 
so on. The fact that he is always pleasant and easy to like is 
a big part of why our professional relationship is so cordial. 


Results: Customer Concerns About Turnover 


After discussing what customers valued in their relation- 
ships with favored key contact employees, respondents 
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talked about an actual situation in which a key contact 
employee was no longer available. As respondents discussed 
the situation, we explored what their concerns might have 
been, as well as their reactions. The director of field sales for 
a pharmaceutical firm spoke about his experience in observ- 
ing customers in situations when they lost a key contact 
employee: 
If your customer worked in the purchasing department of 
acute care hospitals, when their sales rep jumps ship and 
goes to a competitor, they may not immediately follow but 
they will at least give it a look. The reputation and the rela- 
tionship the rep has built up get you to at least compare 
what your old rep’s offering now. Before, you may say, 
why compare? Now, you look. 


According to the ensuing focus group discussions, 
whether customers were concerned about key contact 
employee turnover in the vendor firm appeared to be a func- 
tion of whether they believed that the key contact employee 
was a Critical element of their satisfaction with the firm and, 
relatedly, whether they believed that the firm could assign an 
acceptable replacement to their account. Concerns were also 
affected by whether customers believed that the firm fol- 
lowed customer-friendly procedures in managing the 
turnover. 

In terms of criticality, respondents brought up examples 
of situations in which it did not matter whether a key contact 
employee was no longer available. Respondents provided 
examples of strong relationships between the customer and 
the vendor firm that outweighed the relationships with the 
key contact employee. In discussing the relationships 
between a large bank’s business customers and personal 
bankers, the bank’s executive vice president remarked that 
the ties to the bank created a buffer that protected it from the 
turnover of key contact employees: 


Our bank has been in the same location with the same 
name for 134 years. We have worked with many busi- 
nesses from the ground up. We have several generations of 
businesspeople that have turned to us. That is not some- 
thing our competitors can easily duplicate or that our cus- 
tomers can easily forget. 


Focus group respondents indicated that employee 
turnover may also be offset by the firm’s reputation for supe- 
rior products. The following comment from a sales engineer 
at a leading consumer products firm who calls on large 
retailers illustrates this: 


We are successful because of our ability to design and 
market innovative products. Our product development 
“engine” (designers, product engineers, CAD [com- 
puter-aided design] engineers, mold engineers, packag- 
ing engineers, prototype managers, product develop- 
ment managers, etc.) is synonymous with quality. Our 
customers view our company as an expert, whether the 
customer is Wal-Mart, Kmart, or Target. Customers 
don’t like dealing with different reps from our side, but 
it’s not that big a deal, given the reputation of the 
company. 


Other respondents also mentioned less bottom-line— 
driven criteria, such as social conscience and image within 
the community, In assessing vendor firms. This is in keeping 
with recent conceptualizations of corporate associations 
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along performance and institutional dimensions (Handel- 
man and Arnold 1999). This idea was echoed by the presi- 
dent of a market research firm, who suggested that a firm’s 
social image had much to do with retaining business clients: 


People think that the character of the company is less 
important in business-to-business relationships. But that is 
wrong. Businesspeople don’t want to see themselves as 
robber barons! If they can, they will do business with a 
company that they know has a strong image and associa- 
tion with positive social values. 


Other respondents discussed cases in which the cus- 
tomer’s link with the key contact employee was a critical 
element in the customer’s satisfaction with the firm. 
Respondents indicated that customers were very concerned 
about the acceptability of a replacement and the difficulty of 
replacing the key contact employee because of the special 
bonds that had been forged. The benefits director of an 
industrial goods manufacturer, in talking about a vendor’s 
agent, provided an example: 


The trustworthiness of the employees that deal with us is 
critical when vendors want to build strong relationships 
with us. We work with a vendor in our relocation area, 
where the customer service rep is very attached to us and 
vice versa.... We trust her to treat our employees the way 
we would treat them. We think of her as an extension of 
our company and that trust is what keeps us loyal to her. If 
we had to do business with someone else from the ven- 
dor’s company, I would not be a happy camper. I couldn’t 
be sure that whomever else they send would be able to 
work with us the same way. 


Respondents also mentioned that “the employee must estab- 
lish genuine familiarity with the customer and know that 
customer personally.” 

Another notion that emerged about the acceptability of a 
replacement employee pertained to time. Respondents indi- 
cated that when a customer resents losing a favored key con- 
tact employee, it is not necessarily because he or she 
believes a replacement will always be inferior to the key 
contact employee. Rather, the customer may be concerned 
about the time needed to bring the replacement employee up 
to speed. Consider the comments from the director of work- 
life strategies at a large insurance company about an internal 
supplier of data: 


I have worked with him over the years, and we have got- 
ten to the point where we work really well together. He 
always brings me the data when I need it. Great response 
time. And he sets tt up exactly the way I want. He knows 
my history and customizes everything. If he leaves, some- 
one else would take over, but it would take me a long time 
to get them to understand my needs and my priorities. 


Respondents also mentioned the customer’s level of con- 
fidence in being assigned an acceptable replacement. From 
the customer’s perspective, there are two related sources of 
uncertainty: uncertainty about the quality of the replacement 
employee’s performance (will he or she be as good as the 
previous key contact employee?) and uncertainty about get- 
ting the best replacement employee available to service the 
account. A partner in a major consulting firm talked about 
its efforts to reduce this uncertainty and build confidence 
among its clients: 


A client of ours is the CEO [chief executive officer] of a 
major pharmaceutical company. He says that one of the 
reasons he chooses us over our competitors is that with us, 
he can count on the consistency of the people we send him. 
He says to me, “I know you are always sending me new 
people, but it doesn't bother me because I always know 
they'll be great.” 


Respondents discussed the importance of the procedures 
used to inform customers of employee transitions and to 
ensure that customer service levels will be maintained. Sev- 
eral respondents indicated that when employees were trans- 
ferred, promoted, or left the firm, the customers were always 
the last to know. Procedures to inform customers of impend- 
ing changes and how they would be handled were viewed as 
being extremely valuable but also rarely used. 


Discussion and Research Propositions 


The focus groups confirmed the existence of strong rela- 
tionships between key contact employees and customers in 
business-to-business relationships. Respondents indicated 
that customers valued key contact employees to the extent 
that they were able to customize the product, were compe- 
tent, inspired a sense of security, and fostered personal 
friendships with the customers. It was also evident from the 
focus groups that customers were concerned about losing 
favored key contact employees when the employee relation- 
ship was critical to the customer's satisfaction with the firm. 
The concerns centered on the acceptability of a replacement 
employee—that is, the potential performance gap between 
the key contact employee and a replacement employee—and 
on the procedures used in the transition. 

The insights developed from the focus groups lead to the 
following propositions regarding customers' reactions when 
faced with key contact employee turnover: 


P,: In the event of key contact employee turnover in a vendor 
firm, the vulnerability of the vendor firm's relationship 
with the customer will be inversely related to the cus- 
tomer's perception of how critical the key contact 
employee relationship is to the customer's satisfaction with 
the vendor firm. 

Po: In the event of key contact employee turnover in a vendor 
firm, the vulnerability of the vendor firm's relationship 
with the customer will be inversely related to the cus- 
tomer's confidence that an acceptable replacement 
employee will be available. 
In the event of key contact employee turnover in a vendor 
firm, the vulnerability of the vendor firm's relationship 
with the customer will be directly related to the amount of 
tme the customer believes it will take the replacement 
employee to match the service level of the former key con- 
tact employee. 

P4: In the event of key contact employee turnover in a vendor 
firm, the vulnerability of the vendor firm's relationship 
with the customer will be inversely related to the cus- 
tomer's perception of the replacement employee's knowl- 
edge of the product, the industry, and the customer's spe- 
cific situation. 

P5: In the event of key contact employee turnover in a vendor 
firm, the vulnerability of the vendor firm's relationship 
with the customer will be inversely related to the cus- 
tomer's confidence in the consistency of the quality and 
performance of the vendor firm's employees. 


P4: 


w 


Pç: In the event of key contact employee turnover in a vendor 
firm, the vulnerability of the vendor firm’s relationship with 
the customer will be inversely related to the customer’s con- 
fidence in the trustworthiness of the vendor firm’s employees. 

Py: In the event of key contact employee turnover in a vendor 
firm, the vulnerability of the vendor firm’s relationship with 
the customer will be inversely related to the customer’s con- 
fidence in the friendliness of the vendor firm’s employees. 

Pg: In the event of key contact employee turnover in a vendor 
firm, the vulnerability of the vendor firm’s relationship 
with the customer will be inversely related to the cus- 
tomer’s satisfaction with the procedures used by the vendor 
firm in the notification and management of the transition. 


Study 2: Managing Key Contact 
Employee Turnover: Background 
and Methods 


Conceptual Background and Research Questions 


The focus group discussions in Study 1 demonstrated that, 
in several situations, customers were concerned about los- 
ing favored key contact employees and, with them, the 
knowledge and rapport that had been established. It also 
became clear that customers, key contact employees, and 
managers believed that key contact employees were valu- 
able repositories of knowledge about the customers. This 
suggested that vendor firms must simultaneously address 
customers’ concerns about key contact employee turnover 
and fashion strategies to retain key contact employee 
knowledge. 

Our careful review of the marketing and management 
literature revealed that there is no published work that 
directly addresses what vendor firms can do to alleviate cus- 
tomer concerns. There is a considerable body of literature on 
information sharing, but it does not address employees shar- 
ing information with the firm. 

The information that an individual key contact employee 
possesses may be classified as declarative or procedural. 
Declarative knowledge is more content-based and deals with 
facts, events, or propositions (Anderson 1983; Cohen 1991), 
whereas procedural knowledge deals with “how things are 
done” (Cohen and Bacdayan 1994). Although these con- 
structs originated in individual-level knowledge, scholars 
have begun applying them to the study of firms (e.g., Moor- 
man and Miner 1997, 1998). Relevant research in marketing 
regarding information sharing has studied how organiza- 
tional knowledge may affect product innovation (Lukas and 
Ferrell 2000; Moorman and Miner 1998), the links to mar- 
ket orientation (Baker and Sinkula 1999), and the factors 
that make it likely that the recipient of information will trust 
or act on it (e.g., Moorman, Zaltman, and Deshpandé 1992). 
Similarly, much research exists in the management arena 
that deals with how to create a learning organization 
(Easterby-Smith 1997; Senge 1990), in which information 
from employees is collected and analyzed by the firm. 

The focus of our study is quite different. By examining 
when employees are most likely to share information with 
the firm, we investigate what makes for a “teaching organi- 
zation,” in which knowledge collected and held by the firm 
is disseminated to its employees. The literature that corre- 
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sponds to this question relies on examining what firms can 
do so that employees will perform to set expectations. In an 
article that deals with performance gaps, Chenet, Tynan, and 
Money (1999) suggest that employees’ compliance with 
company standards is influenced by several factors, such as 
trust, cooperation, and shared values. However, Chenet, 
Tynan, and Money’s (1999) article focuses on general com- 
pliance with standards, not on capturing employee knowl- 
edge. The article is conceptual, and no empirical data are 
provided in support of the proposed model or implied 
effects. Therefore, Study 2 is designed to address the gaps in 
current literature by examining the following two questions 
regarding key contact employee turnover: 


1, What can vendor firms do to alleviate customers’ concerns 
about turnover? 


2. What can vendor firms do to retain the knowledge their 
employees possess? 


Methods 


Because of the scarcity of literature addressing these ques- 
tions, we continued the grounded theory approach of Study 


1, relying on practitioner input to generate insights and fur- 
ther theory building. We secured practitioner input through 
depth interviews and surveys. Figure | shows the sequence 
of research methods, which we discuss next. 


Depth interviews. We used a purposive sampling plan to 
provide broad representation. We contacted 60 managers 
from 16 companies throughout the world to schedule depth 
interviews. We described the focus of the study, asked for an 
hour’s time for an interview, and offered a copy of the 
research findings as an incentive for participation. Of this 
group, 47 managers agreed to participate, for a response rate 
of 78%. Each of the 16 companies was represented in the 
final sample. Interviews lasted between 30 and 60 minutes. 
We made every attempt to conduct the interviews in person, 
but because of the large geographic dispersion of the respon- 
dents, we conducted 22 of the in-depth interviews over the 
telephone. We believed that telephone interviews were nec- 
essary to obtain the diversity of companies, geographic 
areas, and levels of management we wanted for this study. 

The sample included participants from both vendor 
companies and customers. Respondents included employees 
from marketing, purchasing, operations, and information 


FIGURE 1 
Sequence of Research Methods for Study 2 





Purpose: To understand vendor firm strategies to alleviate customer concerns about key contact employee turnover and to 


capture key contact employee knowledge. 
Depth Interviews 


Sample: 60 managers from 16 companies 
contacted. 47 managers participated. 
All companies represented. 

Data collection: 25 interviews conducted in person, 


22 interviews by telephone. 


Surveys 


100 managers from 34 companies 
contacted. 83 managers participated. 
All companies represented. 


E-mail and hard coples mailed to 
managers. Open-ended questions. 


Interviews lasted 30-60 minutes. 
Data analysis: Transcribed interviews and surveys analyzed as described below. 


Step 1: Independent text analysis of interview transcripts and surveys by Judges A and B. Each judge identified discrete 
behaviors mentioned in the text. Comparison of lists yielded interjudge reliability of .92, exceeding the preestablished 


.8 cutoff. 


| 


Step 2: Judges A and B Independently developed a list of themes to capture the discrete behaviors identified In Step 1. The 
judges exchanged lists, reviewed the themes identified, and jointly created a master list of themes. Interview 
transcripts and surveys were jointly coded by Judges A and B for mention of themes by each respondent to develop 


a benchmark classification. 


| 


Step 3: Independent Judges C and D were given the list of themes generated from Step 2, along with coples of interview 
transcripts and surveys. Judges C and D independently coded the mention of themes by each respondent. These 
judges identified no new themes. Interjudge reliability compared with the benchmark comparison (Judges A and B) 
was .88 for Judge C and .92 for Judge D, exceeding the preestablished .8 cutoff. 


Step 4: Independent Judge E was given the list of themes generated from Step 2 and copies of the interview transcripts and 
surveys. Judge E coded the mention of themes by each respondent. No new themes were identified by Judge E. 
Interjudge reliability compared with the benchmark comparison (Judges A and B) was .92, exceeding the 


preestablished .8 cutoff. 


——————————————————M enn 
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technology and HR managers. These managers came from 
various levels within their companies, which ranged from 
Fortune-100 to small and medium-size companies. The 
respondents were 7 senior managers (presidents, CEOs, and 
executive vice presidents of functional areas), 9 senior mar- 
keting managers, 11 purchasing managers, 4 managers from 
operations, 1 manager from information technologies, 6 HR 
managers, and 9 sales representatives. Of the 47 partici- 
pants, 33 were men and 14 were women. Respondents' 
tenures with their company varied: 8 people had been with 
the company for 5 years or fewer, 12 between 6 and10 years, 
17 between 11 and 20 years, and 10 for 21 or more years. 

The depth interview is a well-established method for 
collecting data (Pefialoza 2000; Thompson 1997), especially 
with executives (Kohli and Jaworski 1990; Workman, Hom- 
burg, and Gruner 1998). We developed depth interview 
guidelines in line with recommendations by McCracken 
(1988) and Thompson, Locander, and Pollio (1989). 
Respondents were told the purpose of the study, and confi- 
dentiality was assured. We began with a “grand tour” ques- 
tion (Ruth, Otnes, and Brunel 1999) to focus on the domain 
of the study and asked for a description of a case in which a 
favored key contact employee was no longer available to 
serve a customer. After the grand tour question, respondents 
were asked a series of probing questions to encourage them 
to provide more detailed information. Customers were asked 
about their responses to key contact employee turnover and 
the actions that were or could have been taken by the vendor 
firm. Key contact employees were asked about the actions 
taken by their firm in managing customer relationships, their 
insights into customers’ perspectives, and their firms’ efforts 
to retain their knowledge. Vendor firm managers from vari- 
ous functional areas were asked similar questions and for 
their insights about retaining key contact employee 
knowledge. 

Building on this broad response base enabled us to 
develop a comprehensive perspective of customers’ percep- 
tions about losing key contact employees and firm strategies 
that might affect those perceptions. We avoided questions 
that asked respondents to explain why they did things in a 
particular way so that respondents would not feel compelled 
to justify their actions. This was important in conversing 
with executives, who may be sensitive about defending their 
business decisions. Instead, our focus was to obtain answers 
to descriptive questions that sought information on strate- 
gies that were in place to handle key contact employee 
turnover. We used questions and probes to generate exem- 
plars and obtain clarification rather than to confirm or dis- 
confirm any set hypotheses. When the respondent had 
insights that we believed were valuable in developing a 
richer understanding of the problem and/or when a respon- 
dent had specific case examples, we probed deeper. 


Surveys. Although depth interviews are a valuable 
research tool, scheduling issues and the required time com- 
mitment discourage participation from a broad base of man- 
agers. Consequently, to complement the depth interviews, 
we administered a brief, open-ended questionnaire to a dif- 
ferent sample of respondents. We adopted a purposive sam- 
pling method and sent both an e-mail version and a hard 
copy of the questionnaire to 100 executives from different 


functional areas in 34 diverse companies and geographic 
regions. The cover letter explained the purpose of the study 
and assured respondent confidentiality. Respondents were 
encouraged to write in examples, illustrations, or comments 
for all questions, and they could send the completed surveys 
by regular mail, e-mail, or fax. As an incentive for partici- 
pation, respondents could request a copy of the research 
findings. 

Depending on the respondent’s position, he or she was 
sent one of three versions of a questionnaire. The format and 
questions were identical to the depth interview, starting with 
a grand tour question that asked for a description of a situa- 
tion in which a key contact employee was no longer avail- 
able. This was followed by questions specific to the respon- 
dent’s status as a customer, key contact employee, or 
manager of a functional area. Of the 100 managers con- 
tacted, 83 complied, and all 34 companies were represented. 
Respondents were 15 senior managers (president, CEO, 
executive vice president of functional area), 11 marketing 
managers, 15 purchasing managers, 3 managers from oper- 
ations and logistics, 13 HR managers, 3 managers from 
management information systems, 3 managers from 
research and development, and 20 sales representatives. Of 
the 83 respondents, 51 were men and 32 were women. 
Respondents’ tenures with their company varied as follows: 
26 people had been with the company for 5 years or fewer, 
25 between 6 and 10 years, 24 between 11 and 20 years, and 
8 for 21 or more years. 


Data Analysis 


To draw insights from the depth interviews and survey 
responses, we followed a strict protocol for interpretation 
that proceeded in a series of part-to-whole iterations 
(Thompson, Pollio, and Locander 1994). Consistent with 
prior research (Keaveney 1995), we determined that using 
discrete behaviors in a transcript would be a better unit of 
analysis than coding the transcript as a whole. The fol- 
lowing describes the steps in data analysis, as shown in 
Figure 1. 


Step 1: Identifying behaviors. Two of the researchers 
involved with the project, Judges A and B, each read all of 
the 47 interview transcripts and 83 surveys to identify spe- 
cific discrete behaviors, defined as distinct actions. For 
example, when a respondent talked about his firm not letting 
a key contact employee work with an account for longer 
than two years and about featuring employees in firm 
newsletters, these were coded as two discrete behaviors. 
After the specific, discrete behaviors were identified, the 
two researchers met to compare lists. The interjudge relia- 
bility was .92, exceeding the .8 cutoff in prior literature 
(Keaveney 1995). Points of disagreement were resolved 
through discussion, and a consensus was reached on all 
items. A total of 556 discrete behaviors were identified, an 
average of 4.3 behaviors per respondent. 


Step 2: Developing themes for benchmark classification. 
To generate common themes that incorporated several 
behaviors, Judges A and B prepared an individual analysis 
of the ideas presented in the interviews and surveys. The 
judges developed themes for addressing customer concerns 
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using the input of customers, key contact employees, and 
managers. They developed themes for retaining key contact 
employee knowledge using input from key contact employ- 
ees and managers. The researchers exchanged drafts of the 
themes, compared their lists, and engaged in a joint analysis 
whereby they read and reread behaviors to achieve consen- 
sus on the themes identified across respondents. On com- 
pletion of this task, 15 themes were identified, 10 dealing 
with addressing customer concerns about key contact 
employee turnover and 5 dealing with retaining key contact 
employee knowledge. 

Judges A and B then reviewed each transcript and survey 
together to note whether a respondent mentioned any of the 
themes. If a respondent gave two examples of the same 
theme, the judges would mark only that the respondent men- 
tioned that theme, not that it was mentioned twice. For 
example, if a respondent mentioned that his or her firm fea- 
tured employees in firm newsletters and in annual reports, 
the judges would mark that the respondent mentioned the 
theme “showcasing employees.” By classifying respondents 
together, the judges were able to resolve any points of dis- 
agreement. Consensus was reached, and these results 
became the benchmark for comparison. 


Step 3: Reliability check of benchmark classification. 
Two judges, C and D, who were not previously involved 
with the research project, were recruited as coders. Judges C 
and D were given a set of all transcripts and surveys, along 
with the list of themes developed in Step 2. They were 
instructed to read each transcript and survey carefully and 


note whether a respondent made any mention of each theme. 
Any time the judges noted that a theme was mentioned, they 
were asked to note which specific behaviors they used as 
indicators of that theme. The coders also were instructed to 
create new themes if they believed it was necessary and list 
the specific behaviors they would categorize under that 
theme. No new themes were identified. The interjudge reli- 
ability relative to the benchmark exceeded the .8 cutoff, with 
values of .88 for C and .92 for D, for an average of .90. 


Step 4: Additional verification. As a further check for 
whether the counts of themes were “intersubjectively 
unambiguous” (Hunt 1983; Keaveney 1995), as measured 
by interjudge reliability, a fifth judge, E, previously unre- 
lated to the research project, was given the set of surveys 
and transcripts along with the list of themes. As in Step 3, 
Judge E read all the transcripts and surveys in their entirety 
and noted whether each respondent made any mention of 
each theme. Judge E also was asked to identify any new 
themes if necessary, along with behaviors categorized 
under that theme. No new themes were identified. The 
interjudge reliability between this judge and the bench- 
mark consensus of Judges A and B, computed as the per- 
centage of agreement, exceeded .8, with a value of .92. The 
list of themes and the number of mentions of each theme 
across the respondents, identified by Judges A and B, are 
given in Table 1. For presentation purposes, the themes 
were categorized by Judges A and B into three higher-order 
groupings based on the focus groups, which are shown in 
Table 1. 


TABLE 1 
Frequency of Mention of Themes by Depth Interview and Survey Respondents 


Strategies to Address Customer Concerns About Losing a Key Contact Employes (n = 130 respondents) 


Themes Frequency 
Perceived criticality Rotation 12 (9%) 
Teams 23 (18%) 
Multiple contacts 48 (37%) 
Vendor firm image 46 (35%) 
Acceptability of replacement employees Selection and hiring 22 (17%) 
Training 65 (50%) 
Showcasing employees 24 (18%) 
Tangible cues 13 (10%) 
Procedures in transition Advance notification 12 (9%) 
Planned transition period 14 (11%) 

Strategies to Retain Key Contact Employee Knowledge (n = 104 respondents) 

Themes Frequency 
Valuing employee information Culture of sharing 59 (57%) 
Employee motivation Performance appraisal and reward systems 40 (38%) 
Trust and commitment 25 (24%) 
Employee abllity Technology 40 (38%) 
Organizational structure 13 (13%) 
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Results tor Research Question 1: 
Strategies to Address Customer 
Concerns 


Consistent with the focus groups, the depth interviews and 
survey responses suggested that customers are quite sensi- 
tive to the loss of a key contact employee. Consider the 
statement of a buyer at a major automotive manufacturer: 


During my last rotation at , 8s a buyer of braking 
systems, the sales representative for my primary supplier 
... moved to a new position. This person had been in his 
job for several years and was well respected by both the 
buyers and the engineers in our company. He was replaced 
by someone who is also a competent sales rep and had sev- 
eral years of experience but had not developed the same 
kind of relationships with our personnel. In addition, this 
company was going to be involved with several critical 
sourcing decisions in the weeks following this job change. 
I was very concemed that the sourcing process might be 
affected by switching the sales rep as these sourcing deci- 
sions were being made. 


The ten themes that emerged from the interviews and sur- 
veys pertaining to customer concerns about key contact 
employee turnover are presented under three headings: crit- 
icality of key contact employees, acceptability of replace- 
ment, and procedures used in the transition. 


The Criticality of Key Contact Employees 


The situations that made the loss of the employee less criti- 
cal to the customer’s satisfaction with the vendor firm all 


~ dealt with factors that created mitigating circumstances to 


lessen the impact of a replacement employee. These 
included (1) rotation, (2) teams, (3) multiple contacts, and 
(4) vendor firm image. 


Rotation. Rotating the key contact employees was a 
strategy mentioned for lessening the impact of losing any 
specific key contact employee. A senior manager of a major 
industrial products manufacturer had this to say about 
rotation: 

We try to make sure that several of our reps interact with 

our major customers. You don’t want the entire relation- 

ship destroyed because the customer depends on just one 
person. Many companies ... use rotation and change the 
contact people by design. 


This practice results in the customer being exposed to sev- 
eral employees who can fulfill the key contact function. 
Respondents in consulting, advertising, and technology sys- 
tems were quick to point out that they typically presented 
their use of rotating key contact employees as a strategy to 
bring fresh, unbiased perspectives to customers. Further- 
more, the information about the customer resides with sev- 
eral employees instead of with a single key contact 
employee (Lahti and Beyerlein 2000). This can minimize 
the importance of the key contact employee, because no 
individual dominates the customer relationship over a long 
period of time. 

However, from the customer’s perspective, this did not 
always seem to be a welcome strategy. According to the pur- 
chasing manager for a large industrial goods manufacturer, 


I always prefer having to do business with the same per- 
son. It 1s easier that way. You don’t have to rehash the 
whole story. You don’t have to worry about how much 
they know about your company, the product they’re sell- 
ing. You develop a real relationship over time. You get to 
the point where you can almost read each other’s mind 
without saying anything. It's hard to deal with different 
people every so often and have that kind of 
understanding. 


There also may be benefits of rotation to the customer, as the 
following comment from a purchasing manager illustrates: 


Through rotations, I went through four sales representa- 
tives at one of my main suppliers. From the standpoint of 
maintaining a constant stream of information, that made 
my job a lot tougher.... Actually having to "teach" my 
suppler representative about his/her product line was an 
interesting twist... I was able to teach the supplier repre- 
sentative what [ wanted him to learn. This was great 
because it gave me a lot of negotiation leverage. In many 
instances, my "adversary" was actually my ally. 


Teams. Both vendor firm and customer respondents 
mentioned teams as reducing the impact of losing key con- 
tact employees. Various team structures were described. 
Some respondents talked about how companies used cross- 
functional tears to sell and service customers, and others 
mentioned the pairing of junior and senior salespeople or the 
pairing of a field salesperson with someone from customer 
service. A senior bank executive talked about his firm's 
efforts to build relationships between its business customers 
and the outside and inside salespeople who work as a team 
to serve them: 


The outside and inside salespeople work as a close-knit 
team in serving the customer. The outside salesperson may 
only see the customer once every couple of weeks, but the 
inside salesperson may talk to them many times, even in a 
single day. Even 1f one of them leaves, the team knowledge 
about the customer is still there. 


Companies can use cross-functional teams to sell or to 
service customers. Such teams ensure that the customer's 
bonds are spread across team members rather than focused 
on one individual. Even if the customer believes a replace- 
ment employee would not be as good as the current 
employee (e.g., the customer believes the firm's best sales 
engineer is on the team), the gap becomes less important 
given the customer's multiple relationships with team 
members. The senior purchasing officer of a major auto- 
mobile manufacturer talked about his experience with the 
team approach adopted by a vendor: 


Our primary battery supplier always has two people work- 
ing with us—one senior person who manages the account 
and a more junior person who cornes along on all the vis- 
its. On one occasion, we were trying to make an important 
decision and the senior rep was not available because he 
had an appendectomy. [t really made it easier because we 
already knew the junior person on the team. 


Multiple contacts. Another practice mentioned by 
respondents was the cultivation of multiple contacts with a 
customer's business. Whereas teams focus on serving one 
aspect of a customer's business at a point in time, multiple 
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contacts are used to address different aspects of the cus- 
tomer’s business. The president of a company that manufac- 
tures cameras for scientific applications indicated that he 
relied on providing multiple contacts to insulate his business 
from the effects of an individual employee needing to be 
replaced. 


We engage with the customer on many different levels ... 
for example, a salesperson, engineer, and production/ 
scheduling person (each a specialist in their field) could 
engage with the customer to help out at different stages. 
This is relatively easy to do with the help of e-mail, con- 
ference calls, etc. Often, it is enough to give a customer (or 
a prospective customer) the contact information for all the 
potential support people that may be available to solve a 
particular set of issues. 


Providing a chain of contact points can complement the 
use of rotation and teams by making different people or 
units responsible for different functions for the customer 
(e.g., one person to contact for after-sales service, a separate 
person or unit for billing). Providing multiple contacts can 
also help a firm create a one-stop shop for multiple services 
(Zinn and Parasuraman 1997), as the following quotation 
from a customer illustrates: 


Since we are building a car, our suppliers who are able to 
provide several components are a lot easier to work with 
since they can share information across groups and serve 
us better. When I go to my guy—even if he might not com- 
pletely understand the system, I am confident he has 
access to the information from someone else in his com- 
pany. This saves me time and helps them deliver a high 
level of service. 


An additional way to create multiple contact points, 
according to the respondents' input, was to highlight the role 
of social interactions between the customer and several 
employees who work on the customer's account at various 
levels. An executive we interviewed talked about the impact 
these programs had on him as a customer: 


When I go to picnics and barbecues that this vendor holds, 
[ see all the people that are working on my account to keep 
my business. I even get to see back-office employees that 
I wouldn't normally deal with. This makes me realtze that 
the company has a lot of employees that really value me as 
à customer and can service my account. 


The more points of contact there are between the cus- 
tomer and the firm, the less critical any single employee 
relationship seems to be. However, even in the presence of 
multiple contacts, some respondents expressed a preference 
for a single key contact employee to serve their account 
because they wanted to know that someone was always in 
charge and responsible for the account. A purchasing man- 
ager at a Fortune-500 company had this to say: 


Because the companies we buy from often make more than 
just one product, there are other people from within my 
organization that buy from that supplier too. Many times, 
suppliers will introduce their buyers to many different peo- 
ple. This can be very confusing, and it is easy for the sup- 
plier to pass the buck. That is why I always want to make 
sure that l understand the sales organization that | interface 
with. [ want to know that I am working with one person 
that is high enough in the organization to make key deci- 
sions about sourcing and pricing. 
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Vendor firm image. Respondents mentioned that a positive 
vendor firm image affects the criticality of a key contact 
employee to customers. This image may be cultivated through 
tangible cues (uniforms, business cards, stationery, and so on), 
promotional strategies, patents and other proprietary assets, or 
corporate citizenship (Maignan, Ferrell, and Hult 1999). 

A firm's use of effective tangible cues appears to go 
beyond the employee to every aspect of the firm that is vis- 
ible to the customer. À director of marketing for a national 
chemical products company talked about his firm's difficult 
decision to outsource the trucking division: 


At our company, the clean, polished, well-kept trucks were 
a point of pride and viewed as a reflection of our com- 
pany's attention to detail. Outsourcing this function was 
considered very carefully in terms of the potential loss in 
customer goodwill and recognition of our company's 
name and our image. We needed to be sure the company 
we selected to outsource would maintain the same 
standards. 


In talking about strategies to build firm image, respon- 
dents mentioned the use of corporate advertising to empha- 
size their leadership in the marketplace. The president of a 
major advertising agency discussed his firm's tactic of 
advertising that among the agency's clients are the produc- 
ers of five of the top seven global brands. The senior pur- 
chasing officer in an industrial goods manufacturer included 
such considerations in making purchases: 


I worked in the corporate purchase office and was dealing 
with two furniture companies. [ knew this one company 
has donated money to charity, helps in the community a 
great deal, so I gave that company the first shot at our busi- 
ness. The other company, I'd never heard about anything 
they'd done like that. Citizenship, giving back to the com- 
munity, that mirrors our corporate values, and if I can do 
business with suppliers like that, great.... [ wouldn't have 
gone with them 1f they had a lousy rep, bad service, or if I 
had to pay a premium to work with them.... Still, other 
things equal, there's no doubt that's where the business 
would go. 


Prior research also shows that the image of a firm is affected 
by corporate citizenship, which may affect customer 
responses (Barone, Miyazaki, and Taylor 2000). 

Propositions. The input from practitioners leads to the 
following propositions regarding criticality: 


Ps: In the event of key contact employee turnover in a vendor 
firm, the impact of the loss of the key contact employee on 
the customer's satisfaction with the vendor firm is 
inversely related to the vendor firm's use of rotation of key 
contact employees. 

Pio: In the event of key contact employee turnover in a vendor 
firm, the impact of the loss of the key contact employee on 
the customer's satisfaction with the vendor firm is 
inversely related to the vendor firm's use of teams of 
employees to serve customers. 

Piv In the event of key contact employee turnover in a ven- 
dor fitm, the impact of the loss of the key contact 
employee on the customer's satisfaction with the vendor 
firm is inversely related to the vendor firm's use of mul- 
tiple contact points with different areas of a customer's 
business. 

P 2: In the event of key contact employee turnover in a vendor 
firm, the impact of the loss of the key contact employee on 


the customer’s satisfaction with the vendor firm is 
inversely related to the vendor firm’s Positive image. 


These propositions are consistent with marketing theory 
that the strength of the relationship with the firm is an 
important determinant of customer evaluation in the 
business-to-business setting (Leuthesser 1997; Weitz and 
Jap 1995). A strong relationship with the firm appears to off- 
set key contact employee turnover in the customer's mind, 
acting as a buffer against negative responses. Some caveats 
are in order with regard to the Propositions on rotation, 
teams, and multiple contacts. Although rotation may help 
familiarize the customer with several key contact employ- 
ees, customers may resent needing to create new relation- 
ships. It also may have the unfortunate consequence of pre- 
venting the customer from developing a strong relationship 
with any employee. With respect to teams and multiple con- 
tacts, some respondents mentioned that they felt over- 
whelmed by having to deal with multiple people from the 
vendor’s side. 


The Acceptability of Replacement Employees 


The acceptability of a replacement employee emerged as a 
major concern in both the focus group interviews and the 
subsequent depth interviews and surveys. Managers in the 
depth interviews and surveys stated that several avenues 
were open to vendor firms to improve the perception of 
potential replacement employees. Four themes captured the 
specific examples furnished by the managers: (1) selection 
and hiring, (2) training, (3) showcasing employees, and (4) 
tangible cues. We discuss these Strategies next. 

Selection and hiring. Respondents indicated that the 
selection and hiring practices of vendor firms affected cus- 
tomers’ perceptions about the quality of replacement 
employees. The following is an illustrative response from a 
senior purchasing officer at a large chemical company: 


The quality of the people they send you 1s quite critical. If 
I am buying material and equipment, and if it's not right, 
it can shut the plant down, cost us a Shift, millions of dol- 
lars, then I want to know what kind of people make it 
through at the vendor's company, and I'll even ask them, 
what are you guys doing? Who else are you adding to the 
team this year? If I'm buying paper clips from them, I 
wouldn't care who they hired. [ mean, the worst thing is, 
hey, we're out of paper clips for a day or two. But if the 
people who sell me these OEM [original equipment man- 
ufacturer] systems don't know what they're talking about, 
my butt's on the line. 


Firms often showcase their reputation for being highly 
selective employers or desirable places to work. With 
respect to selection and hiring practices, the director of 
training for a major industrial manufacturer said, 


When our company was selected as a great place to work, 
it was a critical selling point with customers. Our company 
made a video of the workplace and placed excerpts on 
salespersons’ computers. Salespeople are encouraged to 
share snippets with customers. When our salespeople do 
this, it makes the customers more confident about the com- 
pany and the type of salespeople we can hire. 


Selection and hiring may enhance the image of all 
employees (Pfeffer, Hatano, and Santalainen 1995). Cus- 


tomers may reason that a vendor firm with stringent stan- 
dards would hire only the best candidates, and therefore 
any key contact employee would be viewed more posi- 
tively than one who works for a firm with less rigorous 
standards. A firm also may play up its ranking as an 
employer of choice. Placements in “best places to work" 
lists or similar rankings may signal that there is a great 
deal of demand for jobs in the firm and that, therefore, the 
firm can afford to be selective (Hannon and Milkovich 
1996). 


Training. The importance of training was another com- 
mon theme when respondents discussed how vendor firms 
could improve the perceived quality of replacement employ- 
ees. The director of customer service at a major pharmaceu- 
tical company strongly believed that this was an important 
aspect of the employees' image with customers: 


We put all of our employees through rigorous training. Not 
just sales techniques, but we teach them about all of our 
products and our competitors’ products. This requires us to 
teach courses on human physiology, diet, prescriptions, 
and even toxicology. We let our customers know that when 
they talk to our reps, they are talking to people with a col- 
lege degree and many hours of intensive training. 


Frequently, vendor firms advertise the rigorousness of 
the training provided to employees as a way of increasing 
customers’ confidence in the quality of the employees in the 
firm and the service they provide (Brown 1998). The effects 
of these training perceptions can be considerable. According 
to the senior manager of purchasing responsible for carrier 
contracts at a major industrial goods manufacturer, 


I pay attention to how these vendors train their people. We 
do a lot of business with truckers, and they talk a lot about 
the selection criteria they use for their drivers, the training 
they provide, not just one-time but ongoing safety training 
programs. That kind of thing is very big. If we can’t be sure 
about their training, I just can’t take that kind of risk In some 
kind of chemicals we buy, the purity of it is very important. 
We use it to process semiconductor chips. Then, again, the 
training the vendor gives their product and quality assurance 
folks is critical to us. This supplier I have dealt with over the 
years does a fantastic job of training all their people and 
always lets us know of new programs they have, and it really 
Teassures me and keeps me doing business with them. 


Showcasing employees. Respondents also spoke about 
vendor firms showcasing their employees to customers as a 
way to influence positive perceptions of all employees and 
increase the acceptability of replacement employees. Sev- 
eral senior managers mentioned that their companies made 
concerted efforts to showcase their employees by trying to 
get all personnel promotions, appointments, and awards in 
the press. Respondents believed that all this visibility 
enhances the client’s perception of the quality of the per- 
sonnel. Such efforts both pave the way for employees to 
build new relationships with customers and reassure existing 
customers of the value of these employee relationships 
(Howard 1998). The people we interviewed mentioned the 
prominent role that employees were given in their advertis- 
ing and annual reports, emphasizing their caring, trustwor- 
thiness, competence, and professionalism. As one respon- 
dent commented, 
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There’s this one supplier that has a great reputation with 
our people. When one of their design team folks wins an 
award, or they are recognized. in their industry as best in 
class, we know about it the very next day. In this business, 
it is all about the quality of the company and their reliabil- 
ity, and when their people are singled out like that, that 
recognition really catches your eyes. 


Tangible cues. Respondents mentioned also that vendor 
firms encourage their employees to use tangible cues such as 
dress, business cards, and class of travel to elevate their 
image. A senior partner within the business products divi- 
sion of a major consulting firm stressed the role of tangible 
cues in conveying the desired employee image. He stressed 
that his firm held orientation sessions for new employees to 
inform people how important it was for all employees to 
convey a consistent, high-quality image. 


We tell our employees to always dress in a business- 
appropriate fashion, even when they are traveling on 
assignment. You never know who might be sitting next to 
you, and we want any potential customer to get the right 
idea about our company by looking at any one of our 
employees. 


From the customer’s perspective, the tangible cues seem 
to provide some sense of quality. The comments of a pur- 
chasing manager for a supplier of specialty chemicals spoke 
about this aspect: 


I think I’m like the majority of people. If you call on me in 
Dockers with ratty bottoms or crappy shoes, looking 
unshaven, unclean, [ don’t want to do business with you, 
no matter how smart you are. But sometimes, when a per- 
son shows up in a suit or a tie, it’s like they’re trying to 
look better than you. We tell suppliers we’re a business 
casual workplace. Sometimes though, it’s funny. We have 
suppliers from overseas or from the East Coast and they 
still seem to dress more formal. But they kind of apolo- 
gize. They tell us, “hey, I’ve got to call on three other 
accounts after this and they’re not real casual.” 


It was clear from the examples respondents mentioned, 
such as employees’ uniforms and accessories, that these tan- 
gible cues may be considered part of the “packaging of the 
employee” (Solomon 1985). Vendor firms must be con- 
scious of integrating the messages conveyed by every ele- 
ment of the tangibles associated with employees, from their 
appearance and dress to their identification tags or business 
cards. Bitner (1990) shows that such physical cues can have 
a significant impact on the interpretations customers make 
about various employee actions. 

Propositions. We offer the following propositions to 
summarize the insights on the acceptability of a vendor 
firm’s replacement employee: 


Dua In the event of key contact employee turnover in a vendor 
firm, from the customer's perspective, the acceptability of 
a replacement employee is directly related to the vendor 
firm's reputation for selective hiring of employees. 

Pia: In the event of key contact employee turnover in a vendor 
firm, from the customer's perspective, the acceptability of 
a replacement employee is directly related to the vendor 
firm's reputation for training employees. 

Pis: In the event of key contact employee turnover in a vendor 
firm, from the customer's perspective, the acceptability of 
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a replacement employee is directly related to the vendor 
firm's practice of showcasing its employees. 

Pig: In the event of key contact employee turnover in a vendor 
firm, from the customer's perspective, the acceptability of 
a replacement employee is directly related to the quality 
of the tangible cues provided by the vendor firm's 
employees. 


It appears that vendor firms may benefit by creating pos- 
itive perceptions about the overall quality of their employ- 
ees. As the quality of the employees increases, there is a 
greater likelihood that a customer will receive a high-quality 
replacement if his or her particular key contact employee 
were to leave. The customer still may believe that his or her 
key contact employee is superior, but as the absolute level of 
quality of the replacement employees rises, any difference 
between the key contact employee and the replacement will 
be less important. 


Procedures Used in the Transition to the 
Replacement Employee 


The depth interviews and surveys reaffirmed how the proce- 
dures used by the vendor firm affect how customers respond 
to the loss of a key contact employee. A review of the tran- 
scripts indicated that a vendor firm should keep customers 
abreast of any personnel changes through (1) advance noti- 
fication and (2) a planned transition period. 


Advance notification. Many respondents indicated that 
advance notification of the change by the vendor firm reas- 
sures customers. According to a purchasing manager, 


It would have been helpful to have the company do some- 
thing in advance of the transition. They could have pro- 
vided me with a written notice of the change. They could 
have given me written or verbal indication as to the 
readiness of the new person and that person's 
qualifications. 


The marketing manager at a large insurance company 
presented a way to provide advance notification that he 
thought would work for key contact employees in his 
organization. 

One thing I would like to do is set up a system so that 
when our business customers have to deal with a new rep, 
they get a letter from the old rep that says, "Thank you. I 
have enjoyed working with you. Now, let me introduce my 
replacement. They will serve you just as well.” Of course, 
this is easier to do when the old rep has been promoted in 
our company. But we don't do that. We have turnover, and 
promotions, and many organizational changes, and noth- 
ing goes out to the customers. We send something after but 
that seems like too little, too late. 


A planned transition period. Customers are concerned 
that a replacement employee may not understand the para- 
meters of their business or that they may not have the same 
relationship they enjoyed with their old key contact 
employee. A planned transition period between key contact 
employees emerged as a critical variable in the successful 
management of the vendor firm-customer relationship. A 
buyer for a major auto manufacturer provided the cus- 
tomer's perspective on the management of transitions: 


When I lost my sales rep, nothing much was done to 
address my concerns. There was a brief transition period 
when the outgoing sales representative, the new one, and I 
met to discuss open issues and upcoming events. It would 
have been so helpful to have a longer transition period, 
where the new sales representative could get up to speed 
and begin developing relationships with our personnel 
without the pressures of completing the day-to-day work 
associated with the position. 


Respondents mentioned that such transitions would make it 
easier for the customer and the new sales representative to 
share critical information. Suggested transition efforts 
included having the old employee introduce the new 
replacement, act as a bridge for the initial transition period, 
and reassure the customer about the handoff. 

However, there was awareness that such transition is not 
always possible between the old employee and the replace- 
ment, especially when the old employee is hired away by a 
competitor and leaves abruptly, rather than is promoted or 
moved within the firm. Suggestions were offered to address 
this scenario as well. According to a purchasing manager, 


Companies should provide a transition period—that would 
be very apparent—where new and old reps attended meet- 
ings together, made calls together, etc. This could perhaps 
occur over a 2—4 week period. In the event the old employee 
leaves, and there is no time to do this, the sales manager 
should have taken charge of the account, jointly attended 
meetings and so on, until the replacement and the buyer are 
comfortable. This would tell me that they value my business. 


Propositions. The following propositions are offered 
regarding the procedures used in transitions: 


Pç: In the event of key contact employee turnover in a vendor 
firm, from the customer's perspective, satisfaction with 
the procedures used in the transition to the replacement 
employee will be directly related to the vendor firm pro- 
viding advance notification of the transition. 

Pis: In the event of key contact employee turnover in a vendor 
firm, from the customer's perspective, satisfaction with 
the procedures used in the transition to the replacement 
employee will be directly related to the vendor firm pro- 
viding the customer with a planned transition period. 


The emphasis on the procedures used in the transition 
from the key contact employee to the replacement is consis- 
tent with current literature on how customers respond to any 
perceived failure on the part of the firm (Tax, Brown, and 
Chandrashekaran 1998). Customers pay as much attention to 
procedural justice issues or the way any recovery efforts are 
handled as they pay to distributive justice issues or what the 
recovery efforts deliver (Greenberg 1986). When an employee 
leaves on good terms, planned transitions between the old and 
new employees may be easier. When the employee leaves on 
bad terms, the firm may need to work harder to keep the cus- 
tomer satisfied. This is especially important because cus- 
tomers may perceive a badly handled transition as evidence 
that the vendor's management is poor or that the vendor does 
not really value the customer’s business. 


Results for Research Question 2: 
Strategies to Retain Key Contact 
Employee Knowledge 


Because our emphasis was on what vendor firms can do in 
the event of key contact employee turnover, our focus was 
on examining how to retain employee knowledge, not how 
to retain employees.! Retaining the knowledge a key contact 
employee possesses, even if the employee cannot be 
retained, was a key concern for respondents. In the words of 
a customer service manager at a Fortune-100 company, 


If the company uses the exceptional individual employee 
as a role model and gets that employee to train everyone 
else, customers won’t worry so much about telying on that 
particular individual to get superior service. 


As shown in Table 1, five themes emerged from the 
depth interviews and surveys regarding strategies to retain 
key contact employee knowledge. Retention of employee 
knowledge was thought to be greater when firms fostered a 
culture of sharing, performance appraisal and reward sys- 
tems encouraged information sharing, employees trusted the 
firm, technology was in place for sharing information, and 
organizational structures facilitated the sharing of informa- 
tion. We organized these five themes into three groups: firms 
valuing employees’ information (culture of sharing), 
employees’ motivation to share information, and employees’ 
ability to share information. 


Valuing Employees’ Information (Culture of 
Sharing) 


Respondents frequently mentioned the lack of awareness 
among vendor firms that employees possessed valuable 
information that could and should be retained. In an inter- 
view with the president of a vendor company, this lack 
became apparent: 


I am constantly amazed at how little employee knowledge 
is used in making key decisions. It is as though most man- 
agement directors have forgotten everything taught in 
Marketing 101. Companies don’t seem to even recognize 
that it is important to know what your employees know. 


Respondents also suggested that the failure to value 
employee information comes through when firms do little to 
foster a culture that emphasizes sharing this information. 
Across the board, a culture of sharing emerged as the most 
important indicator of whether employees believed firms 
genuinely recognized the value of employee information 
and whether employees would share information, as is 
shown in the following observation from a senior HR exec- 
utive at one of the big three insurance companies: 


I don’t think the top management of our company has seri- 
ously thought about capturing the information that our 
employees have. Nobody talks about it. [t is not part of any 
orientation or training programs. We have turnovers and 


$e 

IStrategies to build employees’ commitment to their own orga- 
nization and enhance employee retention have been studied exten- 
sively in the management literature (see Allen and Meyer 1990; 
Gould 1979; Lee and Maurer 1997). 
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promotions, and each time, it is the same. The new person 
has to start over, trying to figure out what customers want, 
or how to get things done. I’m sure if the company asked, 
many of our people would share the information, gladly! 
But, nobody has ever asked them! It is not part of the 
culture. 


Proposition. Other researchers also have suggested that a 
culture of sharing is an important determinant of the effective- 
ness of efforts to capture employee information (Caylor 1999; 
Phillips 1997). Therefore, we offer the following proposition: 


Pe The employee's willingness to share information with the 
vendor firm 1s directly related to the degree to which the 
vendor firm fosters a culture of sharing. 


Employee Motivation to Share Information 


As interviewees described how a culture of sharing is cre- 
ated, it became apparent that employee motivation to share 
information plays a key role. The executive vice president of 
HR for a Fortune-500 company discussed the reason 
employees might withhold information: 


If I am the top performer in the company, why would [ want 
to share? If I share my information, I used to be a top per- 
former, and now, [ am down to average. Granted the over- 
all company average may be up, but what's in it for me? 


Therefore, firms must give their star performers incentives 
to share their secrets for success with their supervisors, who 
would then pass them on to all of the employees. In dis- 
cussing how to motivate employees, respondents mentioned 
performance appraisals and reward systems in their firm, as 
well as the trust engendered by the firm. 


Performance appraisal and reward systems. The com- 
ments of several respondents emphasized the role of perfor- 
mance appraisals and reward systems in encouraging 
employees to share information. According to the director of 
sales at an industrial goods manufacturer, 


To use a sports metaphor, you can't just reward the guy 
who makes the baskets. You have to reward and recognize 
the guy who makes the assists, who sets up the baskets for 
other people. People who share information with others in 
the company are setting up other people's baskets and 
should be rewarded. 


A senior partner of a nationally known consulting firm had 

a different perspective: 
Our company wants consultants to share the information 
they acquire about customers or about effective processes 
throughout the organization. But what 1s my incentive? 
The company's reward system is based on billable, charge- 
able hours. Any time I take to share information with my 
colleagues is not billable, chargeable time.... If the firm 
makes it clear that sharing information with the company 
is a critical element of performance, it is more likely to 
encourage this behavior. 


Respondents commented that the rewards for informa- 
tion sharing need not be monetary. In our depth interview 
with the HR director of a pharmaceutical company, we 
learned that this firm had found that employees were more 
motivated to share information on what made them effective 
when they were given proper credit. Therefore, throughout 
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the firm, "tips" on various aspects of dealing with customers 
were posted by specific employees. According to the HR 
director, by displaying these ideas in highly visible places, 
with authorship suitably acknowledged, the firm was able to 
institutionalize more of the individual employees’ insights. 
The significance of both monetary and nonmonetary 
rewards also has been acknowledged in the literature on per- 
ceived organizational support for sharing (Barker and 
Camarata 1998). 


Trust and commitment. Respondents suggested that an 
impediment to employees’ motivation to share information 
was fear about how that information would be used. The 
director of sales training at a large consumer packaged 
goods company suggested that employees’ trust in the firm 
is critical to motivate employees to share the information 
about their customers: 


We used to have required information sharing. We required 
people to report on customers and maintain detailed logs of 
their activities. We quickly learned that rather than report- 
ing what they were doing, our people were reporting what 
they thought the managers wanted to see. Once we were 
able to get them to trust that we would not use the infor- 
mation against them and that turning in an honest report 
would not hurt them, we did not have to require informa- 
tion sharing—people saw the benefits and were more moti- 
vated to share accurate and complete information. 


Propositions. When key contact employees trust the firm 
and are committed to it, they are more likely to share infor- 
mation with the firm voluntarily (Butler 1999; Morgan and 
Hunt 1994; Rousseau and Tijoriwala 1999). It is imperative 
that the key contact employees be assured that the vendor 
firm will not use any of the information they provide to put 
their jobs at risk. It is also necessary for the employee to feel 
committed to the firm, such that he or she is motivated to 
improve its well-being. Hunt and Morgan (1994) show that 
commitment leads to supportive behaviors such as altruism, 
conscientiousness, and lower intention to quit. On the basis 
of this discussion, we propose that 

P29: An employee's willingness to share information with the 

vendor firm is directly related to the degree to which the 
vendor firm’s performance appraisal and reward systems 
explicitly recognize and reward such behavior. 

P1: An employee's willingness to share information with the 

vendor firm is directly related to the degree to which the 
employee trusts the vendor firm and is committed to it. 


Employee Ability to Share Information 


Even if employees are motivated to share information, they 
cannot unless the work environment enables them to do so 
easily and efficiently. Respondents suggested that two 
strategies were important in cultivating employee ability to 
share information: the use of technology as an enabling 
device and the creation of organizational structures to 
enhance the ability to share. 


Technology. Vendor firms increasingly are relying on 
technology to make it easy for individual key contact 
employees to share information (Hunsaker and Lixfield 
1999). According to the senior vice president of marketing 
at a major consumer promotions company, 


We have an extensive network/system to compile data. 
Through all these sources, we seek to give our marketing 
servicé consultants a leg up on the competition and pro- 
vide them with a significant marketing advantage. In addi- 
tion, we put in place a contact management system within 
Microsoft Outlook to manage customer touch points to 
record client contact names, hobbies, birthdays, etc. This 
System is a two-way system that can be accessed by man- 
agement, internal personnel, and even other consultants. 


Requiring the employee to record relevant customer 
information immediately helps the firm transform itself into 
a "learning organization" (Senge 1990) and improve the 
process of learning (Sinkula 1994). Given the ease and 
affordability of most data management systems, the key to 
competitive advantage is no longer whether a firm has such 
a System but how well the firm deploys the system. The crit- 
ical question is what kind of information should be recorded 
to avoid information glut (Shenk 1997). 


Organizational structures. Respondents presented sev- 
eral ideas on organizational structures that dealt with 
employees' ability to share information. One refers to the 
use of transitions. In our previous discussion of procedures 
to manage a changeover, we presented respondents' insi ghts 
into the use of transitions. In discussing methods to capture 
employee information, respondents again referred to transi- 
tions as a valuable strategy. For example, a sales representa- 
tive for a national beverage company talked about his expe- 
rience with transitions: 


One thing the company did was to have the new sales rep 
ride along with the old rep so that we could counsel them 
on the things they needed to look for, what each store man- 
ager's personality was like, and provide any suggestions 
for dealing with them. This made it a lot easier and a lot 
more natural to share information than to put stuff down in 
memos or something. 


A variation on transitions that was mentioned was the 
use of backups and support staff. The remarks of the presi- 
dent of a high-tech company illustrate this point: 


Encourage a backup process where each individual has a 
backup person(s) who can fill in for them, if needed. In 
preparing to step in for each other, they act as understudies 
for the show. It makes it easier for the people to share infor- 
mation, because they know they have to step into each 
other’s shoes to serve the customer. Another thing we do at 
our company is have a support staff for the customer contact 
employees. The creation of a support team for each such per- 
son makes the sharing of contact information much easier. 


Propositions. On the basis of this discussion, we propose 
that 


P25: An employee's likelihood of sharing information with the 
vendor firm is directly related to the amount of technology 
in place to support information sharing. 

P23: An employee's likelihood of sharing information with the 
vendor firm is directly related to the degree to which orga- 
nizational structures are in place to support information 
sharing. 


These propositions deal with extracting information from 
employees. Vendor firms must recognize that this is not the 
same as ensuring that the information collected is put to use. 
The use of information is beyond the purview of this article, 


though it has been addressed in the marketing literature 
(e.g., Moorman, Zaltman, and Deshpandé 1992). 


Implications and Directions for 
Further Research 


Business-to-business interactions rely on a nexus of rela- 
tionships: between the customer and the vendor firm’s key 
contact employee, between the customer and the vendor 
firm, and between the vendor firm and its key contact 
employee. In Study 1, we examined what customers valued 
in key contact employees and what their concerns were 
when key contact employee turnover caused a disruption in 
the customer-employee relationship. In Study 2, we pro- 
posed solutions that vendor firms can use to address cus- 
tomers’ concerns through the management of the customer- 
firm relationship and the firm—employee relationship. 
Through focus groups; depth interviews; and surveys of 
business-to-business customers, key contact employees, and 
managers, we developed a series of propositions. The impli- 
cations of these two studies are discussed next. 


Managerial Implications 


From a managerial perspective, this research offers several 
useful insights into the drivers of customer relationship 
value. Examining a customer’s relationship to the vendor 
firm versus the customer’s relationship to the key contact 
employee should provide important information to firms 
about the dynamics of customer relationships and about who 
really owns the customer relationship. 

When the customer’s relationship to the vendor firm is 
weak and the relationship to the employee is strong, the 
greatest vulnerability lies in the firm’s relationship with the 
customer. The customer perceives the key contact employee 
as the critical value driver. This frequently occurs when the 
customer cannot separate the deliverable from the employee 
(e.g., the creativity of the advertising campaign and the cre- 
ative lead), the product delivered is a nonbranded commod- 
ity (e.g., raw material), or the product can be customized by 
several firms (e.g., made-to-order specialty chemicals). In 
these cases, the competitive advantage and differentiation 
may come from the relationship the customer has with the 
individual contact employee and the customer’s belief that 
the employee knows the customer’s business. Vendor firms 
in these settings should try to create additional sources of 
differentiation by offering more services, emphasizing their 
corporate citizenship, creating multiple links to the firm, and 
so forth. For example, although ACNielsen consultants have 
strong relationships with packaged goods companies, the 
firm also builds relationships with these customers by offer- 
ing state-of-the-art systems that the consultants use to ana- 
lyze data. These systems form structural bonds that bolster 
the relational bonds (Berry and Parasuraman 1991). 

In addition, consider the situation in which the cus- 
tomer's relationship with the vendor firm is strong and the 
relationship with the employee is perceived by the customer 
to be less critical. One example would be a customer busi- 
ness development representative for Procter & Gamble who 
calls on a particular customer. The value associated with 
Procter & Gamble, the vendor, may be so strong that it 


Key Contact Employee Turnover / 97 


lessens the importance of the customer’s relationship with 
the specific key contact employee; there is lower firm vul- 
nerability to employee turnover. Structural bonds that firms 
develop with customers, such as investment in compatible 
technologies (Berry and Parasuraman 1991), and financial 
bonds that tie customers to firms, such as key customer dis- 
counting programs, may create situations of this sort as well. 
Vendor firms in this situation should not ignore the 
employee-customer relationship but should investigate 
whether enhancing the value of all of their employees 
increases the total relationship value for customers. 

In some situations, the relationships with both the ven- 
dor firm and the key contact employee may be significant 
contributors to the customer's relationship value. Customers 
that work with specific consultants from McKinsey & Com- 
pany may exhibit strong loyalty to both the firm and their 
specific lead consultant. This is a very positive outcome for 
the firm as long as the key contact employee continues to 
serve the customer. However, the firm should recognize its 
potential vulnerability if the individual employee were to 
leave or be transferred or promoted and thus be unable to 
serve the customer. Employees with strong personal ties to 
customers are employees that the firm should make great 
efforts to retain. Because turnover is bound to occur, there 
should be efforts to capture the employees' knowledge about 
their customers to transfer this information to a replacement. 
Furthermore, the firm should make strong efforts to convey 
to customers the high quality of all of its employees 
because, by inference, a customer will extend this impres- 
sion to any replacement employee. Vendor firms should also 
ensure that the customer is kept actively engaged in the tran- 
sition process so that the procedures are well understood and 
satisfactory to the customer. 

There are two important considerations as firms decide to 
implement the recommendations of this research. The first is 
the order of implementation. Whether to focus on mitigating 
negative customer responses to the loss of the key contact 
employee or on capturing employee information should be 
determined after a careful audit of the vendor firm's existing 
systems and culture. For example, the strategy of capturing 
employee information and sharing it widely among the 
firm's employees requires greater reliance on the coopera- 
tion of key contact employees than does the strategy of build- 
ing direct firm ties to the customer. A vendor firm must have 
clear communication with its employees, build employee 
trust, and be confident of employees’ support before launch- 
ing a program of capturing employee information. 

The second issue pertains to the synergy among the var- 
ious strategies proposed. Because this article focuses on 
developing a broad perspective of the issues involved in cus- 
tomer relationships, we offered a series of propositions that 
examine the effects of various vendor firm actions. In mea- 
suring its performance on these various strategies, the firm 
must take a holistic view of managing customer-employee 
relationships (Bendapudi and Berry 1997; Bendapudi and 
Leone 2001; Czepiel 1990). A vendor firm should also be 
careful not to send mixed signals to its employees regarding 
these activities. A firm may install technology to facilitate 
easy sharing of information, but if the reward systems still 
are geared toward individua! performance, there will be lit- 
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tle impact on employee behavior. Alternatively, the use of 
rotation of key contact employees may have the positive 
effect of capturing employee information. It also may have 
the negative effect of increasing employee (customer) dis- 
satisfaction if employees (customers) dislike being rotated 
through customers (employees). 


Theoretícal [Implications 


This article makes several important theoretical contribu- 
tions. First, it focuses attention on an increasingly important 
and rarely studied marketplace phenomenon, the impact of 
the turnover of a key contact employee. As Doney and Can- 
non (1997) note, few studies simultaneously examine cus- 
tomers' relationships with employees and the firms these 
employees represent. Furthermore, the studies that address 
this problem examine ongoing as opposed to discontinued 
relationships. This is the first research to provide both an 
empirical investigation of the phenomenon and a conceptual 
framework with research propositions to examine the impact 
of the loss of one of these relationships, the customers' link 
to the employee, on the customers' evaluation of the second 
relationship, the link to the vendor firm. 

Second, our research goes beyond current work in 
business-to-business relationships, as well as in consumer 
relationships, that has focused on identifying characteristics 
of employees that are conducive to relationship formation. 
We go beyond such main effect predictions to understand sit- 
uational factors that could moderate customers' responses to 
employee loss. The discussion of the perceived criticality of 
employees and the acceptability of replacement employees 
addresses the importance and uniqueness of the employee as 
a resource to the customer and an asset to the firm. The dis- 
cussion of the procedures used in the changeover comple- 
ments previous work on procedural justice in organizations. 
To the extent that the firm is viewed as having failed the cus- 
tomer by not retaining the employee, the findings of this study 
corroborate the importance of procedural issues in problem 
resolution (Tax, Brown, and Chandrashekaran 1998). 

Third, our discussion of the sharing of information by the 
employee with the firm is a departure from many of the tradi- 
tional areas of information sharing studied in the literature. For 
example, studies have focused on the sharing of information 
between vendors and customers (Cannon and Perreault 1999), 
between collaborators in alliances (Simonin 1997), and 
between market researchers and users (Moorman, Zaltman, 
and Deshpandé 1992). There is a crucial distinction between 
the focus of our study and other efforts to study information 
sharing. When employees share information with the firm, 
they are indirectly sharing this information with other employ- 
ees, or with their potential replacements. Given that the incen- 
tive structures in most firms are tied to employees’ relative per- 
formance, this is tantamount to Sharing information with 
competitors. In this respect, employees may view information 
sharing as going beyond typical organizational citizenship 
behavior, because unlike other civic behavior, information 
sharing may threaten their position and compensation. 

Finally, this article secures the perspectives of cus- 
tomers, key contact employees, and managers on key con- 
tact employee turnover through focus groups, depth inter- 
views, and open-ended surveys. Such triangulation of 


multiple perspectives across multiple data collection meth- 
ods contributes to a richer understanding of the phenomenon 
(Peñaloza 2000). 


Directions for Further Research 


Our study opens several avenues for further research. Con- 
sider the literature on celebrity endorsements that has 
demonstrated a rub-off from the endorser to the brand 
(Agrawal and Kamakura 1995). Such endorsements are 
assumed to work because they increase the marginal value 
of ad expenditures by creating brand equity through the 
“secondary association” of a celebrity with a brand (Keller 
1993). Given the customer’s simultaneous relationships to 
the employee and the vendor firm, it might be hypothesized 
that a similar process takes place in that evaluations of the 
employee may affect evaluations of the firm. This rub-off 
effect from the employee to the firm may be facilitated or 
inhibited by the attributions customers make about the 
employee’s demeanor and behavior. Attribution literature 
Suggests that customers may make attributions about the 
locus, stability, and controllability of an event (Bitner 1990; 
Weiner 1985). If customers attribute the employee’s 
demeanor and behavior to an internal locus, factors intrinsic 
to the employee, there may be less rub-off from the 
employee to the firm. Conversely, if the customer believes 
that the behavior is stable across the firm’s employees, the 
rub-off to the firm may be greater. The rub-off effect may 


also be greater if the customer believes that the firm controls 
the employee’s demeanor and action. For example, a firm 
that hires on the basis of empathy or rewards empathy con- 
trols the dimension even if the locus is internal to the 
employee. 

Furthermore, exploring customers’ perspectives of these 
issues may lead to a richer understanding of key constructs. 
For example, we discuss the acceptability of replacement 
employees as though it were a discrete variable—that is, the 
employee is either acceptable or not. In reality, there may be 
a zone of tolerance for the acceptability of the replacement 
employee, and understanding the organizational, customer, 
and situational factors that affect acceptability would be a use- 
ful extension. Research also is needed to examine situations in 
which a customer team is involved rather than a single buyer. 
The use of a customer team may have a significant impact on 
responses to employee loss and the attributions that are made. 

The focus of this article is how a vendor firm can man- 
age its relationships with customers most effectively. Addi- 
tional research should address how individual employees 
might respond to these efforts. Research also is needed to 
understand the employees’ perspectives of the problem and 
comparable strategies that employees may use to ensure that 
they have strong ties to customers. This is consistent with 
recent calls to employees to be more proactive in managing 
their careers (Bridges 1998). Customers’ responses to these 
initiatives also must be addressed. 
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The Market Valuation of Internet 
Channel Additions 


The emergence of the internet has pushed many established companies to explore this radically new distribution 
channel. Like all market discontinuities, the Intemet creates opportunities as well as threats—it can be perfor- 
mance-enhancing as readily as it can be performance-destroying. Making use of event-study methodology, the 
authors assess the net impact of adding an Internet channel on a firm's stock market return, a measure of the 
change in expected future cash flows. The authors find that, on average, Internet channel investments are positive 
net-present-value investments. The authors then identify firm, introduction strategy, and marketplace characteris- 
tics that influence the direction and magnitude of the stock market reaction. The results indicate that powerful firms 
with a few direct channels are expected to achieve greater gains in financial performance than are less powerful 
firms with a broader direct channel offering. In terms of order of entry, early followers have a competitive advan- 
tage over both innovators and later followers, even when time of entry is controlled for. The authors also find that 
Internet channel additions that are supported by more publicity are perceived as havíng a higher performance 


potential. 


powerful weapons in an increasingly competitive bat- 

tle for consumers. Àn important way in which com- 
panies use these weapons is by adding new channels to 
existing ones—for example, by adding a direct to an indirect 
channel. As Frazier (1999, p. 232) recently observed, *the 
use of multiple channels of distribution is now becoming the 
rule rather than the exception." The most recent and radi- 
cally new channel firms are expanding into is the Internet. 
As they add Internet channels to their existing channels, 
companies hope to increase their performance. However, 
although expansion into the Internet may increase firms" 
penetration levels and decrease their distribution costs, 
increased consumer price sensitivity and lowered levels of 
support in the entrenched channels may become liabilities. 
The net effect of these opposing forces is yet unclear, as is 
reflected in the following quotations: 


T= design and management of marketing channels are 


One aspect of e-commerce that has yet to be addressed in 
detail is the ... performance of the new medium.... The 
expectations of profitability of Internet trading vary 
greatly, from it being perceived as a more profitable 
medium to the converse. (Booth 2000, p. 21) 


It is difficult for executives at most companies ... to esti- 
mate accurately the returns on any Internet investment they 
may make. (Ghosh 1998, p. 126) 
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Despite the uncertainty surrounding the performance 
implications of adding an Internet channel to their channel 
portfolio, many firms, attracted by the potential access to 
millions of customers and the relatively low costs of setting 
up the channel, have rushed to establish an Internet channel. 
Others, daunted by the fear of a continuing price squeeze 
and/or an alienation of their entrenched channels, wait for 
more evidence to accumulate. 

In this context, one of the main conclusions of the 
eBusiness workshop organized by Penn State's eBusiness 
Research Center is that academic contributions on the sub- 
ject are needed, because “without sound research, eBusiness 
managers are sailing rudderless" (Donath 1999, p. 2). A sim- 
ilar call for more scholarly research is raised by Hoffman 
(2000), who deplores the lack of a solid base on which to 
make Internet-related investment decisions. We address 
these calls in three ways. First, we develop a conceptual 
framework for the various performance-enhancing and 
performance-destroying forces at work when a company 
adds an Internet channel. As is apparent from the literature 
we review, academic research has been characterized by a 
focus on a single, conventional channel, and the combined 
use of multiple channels, including the use of an Internet 
channel, has not yet received its due attention. Second, we 
quantify the performance potential of an extra Internet chan- 
nel through its impact on the firm’s stock return, that is, 
investors’ expectations of the change in future cash flows. 
We thus assess whether stock market participants recognize 
predominantly opportunities or threats from incumbent 
firms’ expansion into Internet channels. Third, building on 
our conceptual framework, we examine several firm, intro- 
duction strategy, and marketplace characteristics that may 
influence the direction and magnitude of the change in per- 
formance potential associated with an Internet channel addi- 
tion. We test our hypotheses on a data set of Internet chan- 
nel entries in the newspaper industry. Not only are several of 
the performance-enhancing and performance-destroying 
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forces present in this industry, but also electronic publishing 
is expected to act as “a pacesetter for the Information Soci- 
ety” (European Commission 1996, p. 1) and to foreshadow 
trends that may occur more slowly in other industries. 


Literature Review 


Channel research has long emphasized the importance of rec- 
ognizing the performance implications of channel decisions. 
This has fueled a significant, multifaceted literature. An 
important stream of literature, starting with Jeuland and 
Shugan (1983) and McGuire and Staelin (1983) and includ- 
ing the more recent contributions of Gerstner and Hess (1995) 
and Lal, Little, and Villas-Boas (1996), has extensively ana- 
lyzed the performance implications of a wide variety of chan- 
nel decisions (e.g., coordination of channel efforts, use of 
exclusive resellers) game theoretically. These studies focus on 
the performance implications of a supplier’s channel deci- 
sions in terms of their effect on a single channel only, 
abstracting from their potential effect on other channels. 
More recently, several game-theoretical studies have started 
to examine the performance implications of a firm's channel 
decisions, taking into account their effect on the firm's entire 
channel system (e.g., Purohit 1997; Purohit and Staelin 
1994). Of particular interest is Zettelmeyer's (2000) work, in 
which the profit implications of the decision to add an Inter- 
net channel to a conventional channel are analytically derived. 

In addition to the extensive game-theoretical literature, 
many studies have tested the performance implications of 
channel decisions empirically. These studies can be 
described along two dimensions: (1) the nature of the perfor- 
mance measure being used (perceived versus factual) and (2) 
the scope of the study (single-channel versus multiple- 
channel). Most studies have used perceptual (e.g., Jap 1999; 
Kumar, Stern, and Achrol 1992) as opposed to factual (e.g., 
Ambler, Styles, and Xiucun 1999; Buchanan 1992) perfor- 
mance measures. Although it would seem that factual mea- 
sures such as sales (growth) or gross margins are the pre- 
ferred way to measure channel performance, several studies 
have questioned their use (e.g., Siguaw, Simpson, and Baker 
1998), These studies argue that often respondents are unwill- 
ing to provide factual performance data, or they provide it in 
a way that is either not representative of true performance or 
not consistent with that provided by other firms. In this arti- 
cle, we propose an alternative factual measure that is less sus- 
ceptible to these problems, stock-price returns. In terms of 
the scope of the study, an extensive literature review of Inter- 
national Journal of Research in Marketing, Journal of Mar- 
keting, Journal of Marketing Research, and Marketing Sci- 
ence identified only one empirical study on the performance 
implications of a firm's channel decisions that takes into 
account the decisions' effect on the firm's entire channel sys- 
tem. Lehmann and Weinberg (2000) focus on product sales 
across channels that are added sequentially. The presence of 
just one empirical multichannel performance study demon- 
strates the room for more research in this area. The current 
study develops a framework for conceptualizing the perfor- 
mance effects on the entire channel system of adding an 
Internet channel and provides empirical tests on the impact 
of a variety of moderating factors. 


The Performance-Enhancing Versus 
Performance-Destroying Capacity 
of Internet Channel Additions 


The addition of an Internet channel poses opportunities as 
well as threats—it can be performance-enhancing as readily 
as it can be performance-destroying. Supplementing exist- 
ing channels with an Internet channel can enhance a firm's 
expected performance when demand- and/or supply-side 
advantages are bestowed on the firm. A demand-side advan- 
tage enables firms to charge a higher price at a given level 
of demand or generate a higher demand at a given price. 
Supply-side advantages occur when a lower cost structure is 
incurred. Adding an Internet channel can also harm 
expected performance, however, through demand- (reduced 
revenues) and/or supply-side (increased costs) disadvan- 
tages. We elaborate on each of these factors. 


Demand-Side Advantages 


Demand expansion. The Internet can increase sales in 
three ways: market expansion, brand switching, and rela- 
tionship deepening. Market expansion occurs when new 
(segments of} customers are reached who did not yet buy in 
the category. Estee Lauder, for example, hopes that 
Clinique.com will attract customers who avoid buying at a 
cosmetics counter because they find the experience intimi- 
dating. Demand may also expand through brand switching, 
that is, by winning customers from competitors. One spe- 
cific way in which new segments can be tapped or 
customers won from competitors is through expansion of 
the current market to the global market (Quelch and Klein 
1996). Finally, demand may expand through relationship 
deepening, that is, selling more to existing customers. 
Barnes and Noble, for example, experienced record sales in 
its real-world stores upon launching its online store, because 
this increased its customers’ interest in books. 


Higher prices. Lal and Sarvary (1999) show that when 
the proportion of Internet shoppers is sufficiently high and 
the product’s nondigital attributes (i.e., attributes for which 
a physical inspection of the product is necessary) are not 
overwhelming, the Internet may represent an opportunity 
for firms to increase their prices. Also, because the Internet 
enables consumers to save shopping time and effort, it 
makes it costly for them to try new products for which sen- 
sory attributes need to be physically evaluated. Instead of 
going to the store, consumers may decide to infer the miss- 
ing attributes on the basis of their overall evaluation of the 
brand. Consequently, in some cases, consumers may 
become more brand loyal when purchasing through the 
Internet. Because loyal customers are less price sensitive, 
firms may be able to raise their prices and enjoy higher rev- 
enues. Finally, during the emerging stages of the Internet 
market, consumers tend to be more affluent and therefore 
less price sensitive (Degeratu, Rangaswamy, and Wu 2000). 


Supply-Side Advantages 


The Internet can offer supply-side advantages through 
reduced production and transaction costs. In a distribution 
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context, the former refer to the costs of completing the 
physical distribution activity (Klein, Frazier, and Roth 
1990). Transaction costs are the costs incurred as a result of 
the firm's efforts to coordinate and control the entities per- 
forming the physical activities. They include such ex ante 
costs as drafting and negotiating agreements with these enti- 
ties and such ex post costs as monitoring and enforcing 
agreements (Rindfleisch and Heide 1997). 


Lower physical distribution costs. Internet distribution 
can help companies dramatically cut physical distribution 
costs. For intangible goods that can be delivered digitally, 
distribution costs are often reduced by 50% to 90%. For tan- 
gible goods, Internet channels are estimated to reduce distri- 
bution costs by more than 25% (Organisation for Economic 
Co-operation and Development 1999). These savings can be 
attributed to a variety of factors: Transaction processing is 
eased, thereby reducing paperwork, human errors, and cus- 
tomer disputes; inventory costs may be reduced as interme- 
diaries are bypassed; and some marketing functions are 
shifted to the customer (Hofíman, Novak, and Chatterjee 
1995). 


Lower transaction costs. Organizational innovations 
often have the purpose of economizing on transaction costs. 
By setting up an Internet channel, companies can reduce ex 
ante transaction costs by bypassing intermediaries (thereby 
reducing commission costs) and dealing directly with their 
customers (Benjamin and Wigand 1995). Airlines, for exam- 
ple, are making headway selling tickets online because their 
direct sales model eliminates the commission paid to travel 
agents. 


Demand-Side Disadvantages 


Demand reduction. Adding an Internet channel to an 
entrenched channel system may involve channel “shift” 
(customers moving from one channel to another) without 
channel “lift” (new sales) (Alba et al. 1997). Adding an 
Internet channel may even lead to a decrease in total sales 
when consumers buy less through the new channel than 
through their old channel—for example, when there are 
fewer impulse purchases through the Internet or when dis- 
enchanted distributors offer less support to the firm’s prod- 
ucts, resulting in more brand switching toward the firm’s 
competitors. 


Lower prices. For many firms, a major threat posed by 
the Internet is that profits could be eroded through the inten- 
sified price competition that might ensue as consumers’ 
search costs are lowered (Alba et al. 1997). The Internet can 
increase the power of the consumer, because price compar- 
isons across suppliers can be performed quickly and easily. 
Therefore, prices and margins are expected to be pushed 
down (Degeratu, Rangaswamy, and Wu 2000). 


Supply-Side Disadvantages 


Higher physical distribution costs. The cost of an Inter- 
net channel has two components: fixed start-up costs, such 
as the purchase of computer hardware and software, and the 
costs of Internet hosting services. Also, higher advertising 
expenditures may be needed to create awareness for the new 
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channel. Even though Internet channels can vary dramati- 
cally in cost, some incremental expenditures are always 
involved. 


Higher transaction costs. Existing channels may view 
the new Internet channel as unwelcome competition. They 
may fear their sales will be reduced if firms reach out 
directly to their consumers. In addition, the low physical dis- 
tribution costs and easily obtainable economies of scale of 
Internet channels may lead firms to reduce their prices and 
may put pressure on the existing channels’ profit margins 
(Alba et al. 1997). When this happens, interchannel friction 
becomes likely. The firm's entrenched channels may lose 
motivation and reduce their support for the firm's products 
(a passive response), retaliate, or even discontinue their dis- 
tribution (active responses) (Coughlan et al. 2001, p. 252). 
To prevent entrenched channels from shirking, firms need to 
monitor them more extensively to check whether they live 
up to their agreements and, if necessary, enforce these agree- 
ments. This is likely to increase ex post transaction costs 
(Stump and Heide 1996). In a recent survey of 50 consumer 
goods manufacturers by Forrester Research, 66% indicated 
that channel conflict, with its potentially costly result, was 
the biggest issue they faced in their online strategies (Gilbert 
and Bacheldor 2000). 


Net Effect: Performance-Enhancing or 
Performance-Destroying ? 


Even though it would be of interest to quantify the impact of 
each of the preceding factors separately, it is first and fore- 
most important to understand the overall net performance 
impact of establishing an Internet channel. Apart from quan- 
tifying this net effect, we use our conceptual framework as a 
guiding tool to develop hypotheses on the moderating 
impact of several firm, introduction strategy, and market- 
place characteristics, as summarized in Table 1. 


Hypotheses 


The discussion to this point has focused on the performance- 
enhancing versus performance-destroying capacity of an 
Intgrnet channel addition. The extent to which performance 
is enhanced or destroyed is likely to be contingent on several 
factors. The marketing strategy literature suggests that the 
performance of a new entry depends on firm characteristics, 
the introduction strategy, and the marketplace or environ- 
ment (see Figure 1).! 


Firm Characteristics 


Firms are distinctive because they have accumulated differ- 
ent physical and intangible assets, such as financial reserves, 
equipment, brand equity, channel equity, employee skills, 


lIn case conclusive prior research/evidence in a “new economy" 
setting is not yet available, we use “old economy" evidence as a 
logical and useful starting point when developing our hypotheses. 
This approach is in line with the parsimony principle in developing 
science and empirical generalizations. 


and marketing expertise. These firm-specific resources and 
capabilities may influence the effectiveness of the firm's 
new channel introduction. We consider three dimensions of 
a firm's resources and capabilities: its channel power, direct 
channel experience, and size. 


Channel power. Power is a crucial concept in marketing 
channel research. Channel researchers have often derived 
their definitions of power from Emerson’s (1962) power- 
dependence theory: A firm's power over a distributor is 
determined by the latter’s motivational investment in the 
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relationship and its availability of alternatives. Motivational 
investment refers to the value of the resources or outcomes 
mediated by the firm and has often been operationalized 
through the “sales and profits” approach: The greater the 
sales and profits a firm accounts for, the greater is its power 
(Frazier, Gill, and Kale 1989). The availability-of- 
alternatives component refers to the difficulty of replacing 
the outcomes mediated by the firm because of the lack of 
alternative partners: The lower the number of available alter- 
natives, the more difficult it is to replace the sales and prof- 
its accounted for by the firm, and the greater is the firm’s 
power over the distributor (Buchanan 1992). 

When a firm establishes an Internet channel, this is 
likely to lead to a loss of goodwill on the part of the estab- 
lished channels, regardless of whether the firm is low or 
high in channel power. However, whether the entrenched 
channel will act on this loss of goodwill depends on channel 
power. When a firm has little channel power, opportunistic 
behavior may arise on the part of distributors; for example, 
distributors may provide less support for the firm’s products 
while pushing competitors’ products instead (Frazier 1999). 
This may cause some of the firm’s customers to switch. To 
limit this unfavorable demand evolution, higher ex post 
transaction costs are required. In contrast, when a firm is 
powerful in its entrenched channels, the latter’s continued 
cooperation is more easy to obtain because of the dormant 
potential to invoke sanctions. We therefore hypothesize the 
following: 


H,: The performance potential of an Internet channel addition 
is positively related to the firm’s channel power. 


Direct channel experience. According to Erramilli (1991), 
experience has two facets—intensity and scope—that may 
influence firms in two distinct and possibly opposing ways. In 
an Internet channel context, the intensity of a firm’s experi- 
ence is the time span the firm has already been engaged in 
direct channel operations before the current entry. The scope 
of a firm’s experience is the number of direct channels estab- 
lished by the firm before the current Internet channel addition. 


Intensity of experience. Firms with longer experience 
have more and better information, face less uncertainty, and 
can more easily transfer technology and managerial 
resources (Ansoff 1965), which leads us to propose that 
firms with longer experience have a significant advantage in 
physical distribution costs. In contrast, some authors (e.g., 
Singh and Lumsden 1990) claim that firms may get stuck in 
routines that are no longer appropriate in the current envi- 
ronment and that bureaucratic inertia may set in. Therefore, 
inexperienced firms can be argued to be less committed to 
old (outdated) routines, which may provide them with a dif- 
ferential advantage when technological change is rapid 
(Grant 1991), as is the case in the rapidly changing Internet 
environment. On balance, however, the empirical evidence 
appears to support a positive effect for intensity of experi- 
ence. We therefore hypothesize the following: 


H2: The performance potential of an Internet channel addition 
is positively related to the intensity of direct channel 
experience. 
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Scope of experience. The scope of direct channel experi- 
ence, or the number of direct channels a firm already oper- 
ates when it sets up the Internet channel, is expected to have 
negative demand effects. The more direct channels a firm 
already offers, the lower is the probability that the new Inter- 
net channel will be viewed as significantly different from 
existing channels. A new channel that is perceived as only 
marginally different is less likely to attract new category 
demand and more likely to cause channel shift or cannibal- 
ization (Friedman and Furey 1999). 

As for the supply-side effects, the learnings achieved in 
one channel can be translated to the other, thereby reducing 
the inherent risk of new ventures and allowing the firm to 
exploit potential economies of scope. However, adopting the 
Internet as an additional distribution channel may place con- 
siderable stress on the existing distribution network. The 
more direct channels a company establishes, the more wary 
the incumbent distribution network becomes: It may 
increasingly view this as the prelude to a conversion to direct 
channels only (Dutta et al. 1995). In response, distributors 
may provide lower levels of support for the firm's products, 
pushing competitors’ products instead (Frazier 1999). This 
may cause some of the firm's customers to switch to one of 
these competitors. To limit this unfavorable demand evolu- 
tion, higher transaction costs are required. When we total up 
these effects, our net prediction is as follows: 


H3: The performance potential of an Internet channel addition is 
negatively related to the scope of direct channel experience. 


Firm size. On the demand side, small firms typically have 
more to gain from an Internet channel addition than large firms 
do (Alba et al. 1997). Because the Internet greatly extends the 
geographic reach of small companies, it enables them to 
secure new customers from around the world in ways formerly 
restricted to much larger firms (Organisation for Economic 
Co-operation and Development 1999). Therefore, the smaller 
the firm, the more it can benefit from the geographic market- 
expansion and brand-switching opportunities offered by the 
addition of an Internet channel. In contrast, large firms may be 
better able to command a higher price/margin. To feel more 
secure when dealing over the Internet, consumers may be will- 
ing to pay a price premium to purchase a product from a large, 
well-known firm, because its reputation may signal reliability 
of delivery, security of information, dependability of return 
policy, and so forth (Smith, Bailey, and Brynjolfsson 2001). 

On the supply side, it could be argued that large firms 
can enjoy economies of scale. The larger the firm, the more 
efficiently it can fulfill marketing functions in general and 
distribution functions in particular, and therefore the lower 
are its physical distribution costs (Anderson 1985). How- 
ever, in the context of market discontinuities such as the 
introduction of Internet channels, costly investments and 
general marketing expertise built up over the years may 
become useless, and new skills and assets need to be 
acquired (Mitchell 1989). As a result, the superior resources 
and capabilities of larger organizations may no longer give 
them the same cost advantages as in the "old economy." 
Because good arguments are available to support higher per- 
formance potential for larger (price premium potential) and 
smaller (demand expansion potential) firms, we do not 


advance a hypothesis for the relationship between firm size 
and performance potential. 


Introduction Strategy 


The introduction strategy for a new channel sets the plat- 
form from which competitive advantages can be gained. We 
consider two introduction decisions: the order of entry and 
the level of publicity surrounding (media attention given to) 
the introduction. 


Order of entry. On the demand side, order of entry may 
influence the Internet channel’s impact on market expansion, 
brand switching, relationship deepening, and price. First, the 
opportunity to benefit from market-expansion effects declines 
as firms fall further behind in entering the market (Kalya- 
naram, Robinson, and Urban 1995). Changes in the environ- 
ment, such as changes in technology, create windows of 
opportunity. Firms that enter soon after this window has 
opened are able to “skim off’ new category demand, leaving 
fewer opportunities for firms that enter later (Kerin, Varadara- 
jan, and Peterson 1992). Second, brand-switching advantages 
are also believed to accrue to early entrants. Early entrants may 
be able to attract customers from competitors that do not yet 
have an Internet offering and to avoid some of their own cus- 
tomers switching away to more proactive competitors. More- 
over, early movers may shape customer preferences, in that 
customers come to view the pioneering Internet channel as a 
prototype against which later entries are judged (Carpenter and 
Nakamoto 1989). Given a favorable experience, consumers 
may be reluctant to switch upon later entry of other Internet 
channels to minimize the risks involved. Third, postponing the 
introduction of an Internet channel may project an image of 
not being a dynamic, up-to-date company. This may cause a 
loss of goodwill among current customers and affect their 
decisions to buy other products from the firm, that is, the 
relationship-deepening opportunities (Hendricks and Singhal 
1997). Finally, early movers may be able to earn a higher price/ 
margin if switching costs to competing products and channels 
are sufficiently high (Lieberman and Montgomery 1988). 

On the supply side, early entry may have positive effects 
on distribution costs. In addition to experience curve effects, 
marketing cost advantages may accrue to early movers. 
Later entrants may require more marketing support to over- 
come the barriers of entry erected by earlier firms in terms 
of consumer awareness and preference (Kerin, Varadarajan, 
and Peterson 1992). 

Other researchers have advocated early imitation as a prof- 
itable alternative (Lee et al. 2000; Teece 1986). Specifically, 
technological discontinuities may create advantages in 
physical distribution costs to later entrants. When superior 
technologies are expected to become available, it may be ben- 
eficial to postpone the Internet channel introduction and to 
immediately incorporate the new technologies when they 
become available. This may enable later entrants to leapfrog 
early movers if these stay committed to older technologies 
(Dos Santos and Peffers 1995). Also, early firms may make 
costly mistakes, because there is little precedent from which to 
learn about the idiosyncrasies of the new channel. In contrast, 
firms that wait until some competitors have made the move can 
learn from the latter's experience and do better at a lower cost. 


In conclusion, the previous argumentation suggests that it 
may be beneficial to wait and learn from the first mover's 
experience but still be fast enough to exploit the various 
demand advantages related to early entry. As such, early fol- 
lowers may reap the greatest benefits and outperform both 
pioneers and late movers. We therefore propose the following: 

H4: The relationship between the performance potential of an 

Internet channel addition and order of entry takes the form 
of an inverted U. 


This hypothesis focuses on the mere order of entry and 
abstracts from the time lag among the respective entrants (for 
an extensive discussion on this issue, see Brown and Lattin 
1994). However, the longer the time in market, the longer con- 
sumer learning may take place, and therefore the more con- 
sumer preferences may be shaped. To account for this con- 
sumer learning, we follow the recommendation of Brown and 
Lattin (1994) and Huff and Robinson (1994) and test the order- 
of-entry hypothesis while controlling for the time of entry. 


Publicity. A second aspect of the introduction strategy 
involves the level of publicity surrounding (or media attention 
given to) the introduction, which may have positive demand 
effects through its impact on market expansion, brand switch- 
ing, and pricing. Publicity may assist in building awareness 
and lead to customer trial. It may serve as a credible source of 
information that helps reduce consumers’ insecurities toward 
the new channel and thus build primary demand (Assael 
1998). Publicity can also help a company build selective 
demand by encouraging brand switching toward its own 
channel. Moreover, publicity may affect price sensitivity. The 
*market-power" school of thought contends that publicity 
may increase brand loyalty and thus reduce price elasticity 
(Comanor and Wilson 1979). As such, more publicity may 
enable a firm to charge higher prices for the products/services 
offered through its Internet channel. On the supply side, pub- 
licity is inexpensive or even free of charge—there are few 
costs other than maintaining a public relations department 
(Assael 1998). We therefore hypothesize the following: 


Hs: The performance potential of an Internet channel addition 
is positively related to the level of publicity. 


Marketplace Characteristics 


We distinguish between two types of marketplace character- 
istics: the growth in demand for the product sold through the 
Internet channel and the growth in demand for the new 
channel per se. 


Product-demand growth. The evolution in product 
demand may affect the performance potential of a new Inter- 
net channel through three demand-side mechanisms. First, a 
high product-demand growth rate implies a greater incentive 
for all firms to increase the breadth of their channel system 
to satisfy various growing consumer segments. This com- 
bined effort may cause further market expansion (cf. Bayus 
and Putsis 1999). Second, because of some untapped 
demand or need, growth markets provide both existing chan- 
nels and the new Internet channel with sales opportunities 
(Dwyer and Oh 1987), making cannibalization less likely 
because firms do not need to engage in a zero-sum game. 
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Third, in growth markets, consumers’ price sensitivity tends 
to be lower (Aaker and Day 1986). 

The supply-side mechanism for the effect of product- 
demand growth pivots on channel conflict and the corre- 
sponding transaction costs. Specifically, “channels in 
declining markets [are] often associated with intense inter- 
channel rivalry” (Dwyer and Oh 1987, p. 348). In contrast, 
in rapidly growing markets, the friction between the firm 
and its entrenched channels should decrease, because losses 
in share need not reduce the latter’s absolute sales levels. 
Therefore, we hypothesize the following: 


Hç: The performance potential of an Internet channel addition 
is positively related to product-demand growth. 


Channel-demand growth. Many scholars have employed 
a demand-pull perspective toward innovation and change. In 
this view, the adoption of an important organizational inno- 
vation such as the addition of an Internet channel is driven by 
its revenue-generating potential, which is likely to increase 
as the Internet community grows (Peterson, Balasubraman- 
ian, and Bronnenberg 1997). This growth may come from 
new customers to the category or may involve a switching 
from traditional channels (company- or competitor-owned). 
As for the prices charged, Zettelmeyer (2000) has recently 
shown analytically that the prices firms set are linked to the 
reach of the Internet. Specifically, it is shown that as the 
Internet’s reach increases, firms tend to refrain from com- 
petitive price discounting over the Internet. Therefore, as the 
Internet grows, average prices on the Internet increase and 
need no longer be lower than prices in conventional chan- 
nels. Still, it has also been argued (e.g., Erevelles, Rolland, 
and Srinivasan 2000) that current cases in which Internet 
prices are higher than prices in conventional channels are 
due to initial market imperfections that will disappear as the 
market grows and matures. Moreover, as the Internet market 
grows, the dominance of affluent, time-constrained cus- 
tomers, who are known to be less price sensitive (Degeratu, 
Rangaswamy, and Wu 2000), is likely to be attenuated. 

On the supply side, distributors face higher competition 
for ownership of customers when channel-demand growth is 
high as opposed to low (Moriarty and Moran 1990), in which 
case they become more likely to neglect the firm’s products 
in favor of its competitors’ products. This may result in 
increased switching toward competitors unless the firm takes 
measures to monitor its distributors, which results in higher 
transaction costs. Because it is not clear how the opposite 
effects of the demand and supply forces total up, we do not 
advance a hypothesis for how channel-demand growth affects 
the performance potential of an Internet channel addition. 


Performance Appraisal of Internet 
Investments 


Evaluating Internet Investments 


Performance appraisal of Internet-related investments is 
quite difficult. Commonly used performance measures such 
as return on sales, return on assets, and return on equity are 
found to be less appropriate indicators of an Internet chan- 
nel’s value, because (1) they have a historical orientation as 
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opposed to a forward-looking focus and (2) their temporal 
aggregation level makes the link to specific events question- 
able. To deal with these issues, we quantify the performance 
potential of an Internet channel addition through its impact 
on the firm’s stock return, that is, investors’ expectations on 
the change in future cash flows. 

First, Internet channels operate in a setting in which cur- 
rent accounting results are almost bound to suggest poor per- 
formance. Indeed, accounting numbers immediately reflect 
the costs of the investments made, but revenues are only rec- 
ognized (i.e., put on the books) in the periods they material- 
ize. Because accounting measures only evaluate “historical” 
performance indicators, they are not well suited to capture 
anticipated future revenue streams (Kalyanaram, Robinson, 
and Urban 1995). This is unfortunate, because Internet 
investments are known to take several years before they fully 
translate into bottom-line performance effects (Bharadwaj, 
Bharadwaj, and Konsynski 1999). The stock market reac- 
tion, in contrast, compares investment costs with the 
expected revenues. Although we do not refute the notion that, 
at some later point in time, realized cash flow data will even- 
tually become available (and that these data are likely to be 
better than any expectation at the time of the event), we argue 
that the market expectations as reflected in the stock market 
reactions are the best option currently available to assess the 
performance potential of a given Internet investment. 

Second, end-of-the-year accounting numbers may be 
influenced by various factors that took place during the year, of 
which the Internet channel introduction is just one. The event 
study methodology advocated in this study (see infra) has the 
advantage that it enables us to measure the impact of a specific 
event on daily Oe, temporally disaggregated) stock returns. 
For an extensive discussion of these critiques, see Bharadwaj, 
Bharadwaj, and Konsynski (1999), and for a recent translation 
to a marketing context, see Doyle (2000, Ch. 1). 


Event-Study Methodology 


Cash flows are increasingly viewed as less susceptible to the 
two problems mentioned in the preceding section (Srivas- 
tava, Shervani, and Fahey 1998). According to financial the- 
ory, a company’s stock price reflects the market’s expecta- 
tions of the discounted value of all future cash flows expected 
to accrue to the firm (Rappaport 1987). Market efficiency 
implies that the stock price accurately reflects all available 
information (including information on future expected out- 
comes) related to the performance of the firm. As new infor- 
mation becomes public, investors update their expectations 
about long-term future cash flows, reacting immediately by 
buying or selling stock. As such, information resulting in a 
positive (negative) change in expected future cash flows will 
have a positive (negative) effect on stock price. The release of 
information, or event, we investigate in this study is the 
announcement of an Internet channel addition. 

The percentage change in the stock price is the stock 
return: 


(1) R. = it t-l , 


where P, is the stock price of asset i at time t. This stock 
return reflects market expectations of the long-term finan- 


cial impact of information arriving between t — 1 and t. 
When this information deals with the event, an “important 
and relatively objective indication” (Kalyanaram, Robinson, 
and Urban 1995, p. G219) of the event's anticipated finan- 
cial consequences is obtained. 

We make the link between the event and the firm's stock 
returns using the well-established event-study methodol- 
ogy.2 We compare the stock return R;, at the event day with 
E(R,,), that is, the return that would be expected if the event 
had not taken place. Following Brown and Warner (1985), 
we make use of the market model to obtain estimates of 
expected returns. According to the market model, the 
expected return E(R,) to asset i at time t can be expressed as 
a linear function of the returns from a benchmark portfolio 
of marketable assets Ry: 


(2) E(R,) = 0, + BR 


where o, and B, are the ordinary least squares parameter esti- 
mates obtained from the regression of R4, on Ry over an 
estimation period preceding the event, for example, 250 to 
30 days prior to the event. The difference between the actual 
return and the estimated expected return provides a measure 
of "abnormal" return e, for the shares of firm i at time t: 


9 eg = Ri — Ej) = Ry 7 (& + Î;R mt). 


This abnormal return, or prediction error, is the unexpected 
change in the stock price, which is then attributed to the 
event that took place at time t. Because of market efficiency, 
the abnormal return eu provides an unbiased estimate of the 
future earnings generated by the event and is a random vari- 
able with mean equal to 0. 

We conducted an event study across several firms for 
which the event of interest could have taken place on differ- 
ent calendar dates. We tested the average effect of a particu- 
lar type of event by first computing the average of the abnor- 
mal returns over all announcements: 


N 


(4) e, = > eN, 


where N is the number of announcements being studied. To 
test whether the average abnormal return is different from 0 
on the event day t = 0 (which falls on different calendar days 
for different announcements), we use the test statistic that is 
distributed unit normal for large N: 


N 
(5) Zo = Y seid, 


i=l 


where En = €,9/S,, and S, is the standard deviation of the 
regression residuals that were obtained before the event 


2Event-study methodology, which has been developed and is 
most popular in the finance literature, has also been applied to 
assess the impact on a firm’s value of marketing-related events 
such as new product introductions (Chaney, Devinney, and Winer 
1991), company name changes (Horsky and Swyngedouw 1987), 
celebrity endorsements (Agrawal and Kamakura 1995), and brand 
extensions (Lane and Jacobson 1995). 


announcement. This test statistic enables us to determine 
whether, on average, investors perceive that the potential 
performance-enhancing factors outweigh the performance- 
destroying factors. 

Thus far, we considered the ideal situation that there is 
no information leakage prior to the event day and that all 
information is completely disseminated during the event 
day. In practice, these assumptions may be violated 
(McWilliams and Siegel 1997). As soon as information 
leaks (e.g., a newspaper article speculating about a potential 
Internet channel introduction prior to the official announce- 
ment), the event period should include one or more days 
prior to the announcement of the event so that abnormal 
returns associated with the leakage are also captured. In a 
similar vein, when information becomes only gradually 
available to the broad public, an allowance should be made 
for dissemination effects on the days following the 
announcement. When leakage (for t, time periods before the 
event) and/or dissemination over time (for t; time periods 
after the event) occur, we can use a similar test statistic as in 
Equation 5 to compute the significance of the average 
abnormal return on these days. We can also aggregate the 
abnormal returns over the event period [-t,,t?] into a cumu- 
lative abnormal return (CAR) to draw overall inferences for 
the event of interest: 


t 
(6) CAR [-t,,t2] = Y ep. 


t=-t 


Because the event study is conducted over multiple events, 
this CAR can be averaged across events into a cumulative 
average abnormal return (CAAR): 


N 
(1) CAAR[-t,:] = V, CAR [^t ]/N, 


1m] 


where N is the number of announcements being studied. The 
extent of information leakage and dissemination, and thus 
the length of the event period [-t,,t?], is addressed empiri- 
cally. More specifically, the CAARs for various windows 
surrounding the event day are calculated, and the most sig- 
nificant one is chosen (for a similar procedure, see, e.g., 
Agrawal and Kamakura 1995; Chaney, Devinney, and Winer 
1991).3 


Cross-Sectíonal Variation in Stock-Price 
Reactions 


When the event period and the CARs over that period have 
been established, we examine the cross-sectional variation 
in the stock-price reactions in more detail. Specifically, we 
quantify the moderating impact of firm-specific [channel 
POWER, INTENSity and SCOPE of direct channel experi- 
ence, and firm SIZE], introduction strategy [ORDER of 
entry, TIME of entry, and PUBLicity], and marketplace 


3We used the t-statistic described by Brown and Warner (1985) 
for testing the significance of the CAARs for various event win- 
dows. Note that the event window should be long enough to cap- 
ture the significant effect of the event but short enough to exclude 
confounding effects. 
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characteristics [PRODuct-demand growth and CHANNEL- 
demand growth] by regressing the (standardized) cumula- 
tive abnormal return against the different covariates: 


(8) CAR,[-t),t2] = a + bj x POWER 
+ b; x INTENS + b, x SCOPE 
+ b4 X SIZE + bs x ORDER 
+ bg x (ORDER? + b; x TIME + bg x PUBL 
+ be x PROD + big x CHANNEL + H. 


where p is the error term for event i. The standardized CAR, 
are the CAR; of Equation 6 divided by the standard devia- 
tion of the regression residuals that were obtained before the 
event announcement (cf. Equation 5).4 


Assumptions Underlying Event-Study 
Methodology 


As with any methodology, event studies rely on some key 
assumptions. Specifically, we assume that (1) shareholders 
are the only relevant group of stakeholders, (2) researchers 
can isolate the stock-price reaction of the event of interest, 
(3) an appropriate benchmark is used to compute the 
(ab)normal returns, and most critically, (4) the financial 
markets are efficient (Bromiley, Govekar, and Marcus 1988; 
McWilliams and Siegel 1997). We discuss Assumption 1 in 
more detail in the “Discussion” section. To avoid confound- 
ing effects (Assumption 2), we must explicitly check 
whether no other events are announced at or around the time 
of the Internet channel introduction (for details, see the 
*Data" section). We extensively test the robustness of our 
findings to the specific choice of performance benchmark 
(Assumption 3) in the “Robustness Checks” section. 

As for key Assumption 4, researchers must always keep 
in mind that event studies test a joint hypothesis: whether 
the event has an impact and the efficiency of the market. In 
this respect, the issue is to what extent individual investors 
can integrate all information that becomes publicly available 
on the different components of our conceptual framework.5 
Friedman (1953) eloquently argues that even when people 
do not make all the necessary calculations reflected in an 
economic model, they may still act as if they could do so. 
Moreover, even if people make mistakes and occasionally 
act irrational, this still is no problem in explaining aggregate 
behavior, as long as these mistakes tend to cancel out. In that 
case, the trading of the irrational investors would not affect 
market prices, which would be left in the hands of the more 


*The standardized CAR, are used as dependent variables to 
reduce heteroskedasticity problems that might arise when the esti- 
mated variances of the market model residuals vary across firms 
and/or events. For a formal motivation, see Jain (1982), and for a 
similar practice, see Agrawal and Kamakura (1995) and Horsky 
and Swyngedouw (1987). 

5[t is worth noting that field interviews were conducted with 
fund managers from three different banks in both Luxembourg and 
Belgium to validate the general structure of our developed concep- 
tual framework, which is shown in Equation 8 and Figure 1. All 
three fund managers reported that the suggested model of modera- 
tor effects "is plausible and covers most of the factors that [they] 
would take into account." 
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rational investors (Rubinstein 2001). Such (often larger) 
investors, as well as stock analysts, tend to be well informed 
and indeed use valuation methods based on discounted cash 
flows, as discussed by Fabozzi (1995), among others. In 
addition, even if these more informed individual investors 
do not have all the relevant information, markets tend to 
exert an information aggregation function, through which 
they become more rational than the individual investors that 
constitute them (see Ball 1995; Hayek 1945). 

These arguments all rely on the assumption of either 
rational or nonsystematic irrational behavior. Systematic 
irrational behavior, in contrast, would cause the errors to go 
in the same direction (in which case there would be no can- 
cellation at the aggregate level) and result in certain anom- 
alies. This is especially important in our context, as the 
recent market interest in buying and selling high-tech and e- 
stocks has led some authors (e.g., Higson and Briginshaw 
2000) to argue that financial markets are no longer efficient. 
Recent evidence, however, suggests that extremely high 
Share prices are mostly paid for "pure" e-firms (which do 
not have a bricks-and-mortar counterpart), whereas firms 
that complement their traditional business with Web-based 
operations are still judged by normal earnings criteria (The 
Economist 2000). We nevertheless conduct extensive checks 
on the robustness and validity of our substantive findings. 


Data 
Sample and Data-Collection Procedure 


Our empirical application is situated in the newspaper indus- 
try, which offers an interesting setting in which to apply our 
framework. First, it represents a mature, old-economy 
industry that faces rising costs, falling revenues, and 
increasing retail power (Nicholas et al. 1996). As a result, 
many publishers have examined more closely the opportuni- 
ties offered by direct distribution and have wondered 
whether the Internet may become a profitable option. 
Although they share these characteristics with many other 
industries, newspapers have the natural advantage that they 
can be "delivered" online fairly easily. As a consequence, 
publishers have taken the lead in exploiting the Internet as a 
new distribution channel. By the end of 1999, more than 
2700 newspapers around the world had online businesses 
(U.S. Department of Commerce 1998). As such, the pub- 
lishing industry tends to "act as the pacesetter for the Infor- 
mation Society" (European Commission 1996, p. 1) and is 
expected to foreshadow trends that will occur more slowly 
in other industries. 

In addition, newspaper executives are confronted with 
many of the performance-enhancing and performance- 
destroying forces identified previously, leading them to call 
the Internet both their prime concern and their most promis- 
ing source of new revenues (Casale 2000). On the demand 
side, most online newspapers do not yet generate adequate 
revenues. Newspaper revenues come from two sources: cir- 
culation and advertising. In terms of circulation, most pub- 
lishers are still reluctant to charge for their online editions. 
It is unclear, however, whether this situation will persist in 
the future, and some publishers already experiment with 


subscription schemes (The Economist 1998). Second, it is 
unclear to what extent cannibalization threats will material- 
ize. Many Internet newsreaders still consume both main- 
stream and online news sources (www.poynter.org/eye- 
track2000). In addition, online newspapers may be able to 
attract readers who live abroad and/or to gain access to seg- 
ments (e.g., young, with average to high social standing) in 
which traditional readership is declining (Picard and Brody 
1997). Traditionally, advertising and circulation revenue 
streams are positively related. In the new economy, adver- 
tisers may well decide, even if the newspaper’s total audi- 
ence stays the same, to shift advertising spending from the 
print to the Internet edition (cannibalization) or other Inter- 
net hosts (brand switching) if they believe that this provides 
a more effective means to reach their audience. Other ana- 
lysts expect advertising revenues through the Internet edi- 
tions “to become an important driver of revenue growth” (as 
Stated by the 1998 Newsquest Annual Report). On the sup- 
ply side, newspaper executives do not yet have enough expe- 
rience to draw firm conclusions on cost implications. On the 
one hand, online editions require a lower capital investment, 
and the marginal cost of distributing extra copies is negligi- 
ble. On the other hand, costs may simply shift from physical 
printing and distribution to acquiring and maintaining tech- 
nology while incurring higher marketing costs (U.S. Depart- 
ment of Commerce 1998). There is also uncertainty about 
the transaction costs involved. Some experts argue that 
online newspapers will not replace the print versions. Others 
fear that their distributors may interpret online editions as a 
declaration of war (Noack 1993). In summary, considerable 
uncertainty prevails on both the demand and the supply side, 
making the newspaper industry a good test case. 

We identified all daily newspapers from four European 
countries (France, Germany, the Netherlands, and the 
United Kingdom) that have ventured on the Internet. Our 
search led to the identification of 7 French, 5 German, 23 
Dutch, and 63 English newspapers that have embraced the 
Internet as an additional channel of distribution and whose 
parent firms are listed on the stock exchange. These 98 
newspapers represent 22 different firms. We considered the 
event date to be the day the announcement was mentioned in 
the media. We gathered information on the announcement 
date by contacting each newspaper, and we extensively val- 
idated it through both newspaper archive searches and the 
Dow Jones Interactive Publication Library. According to the 
theory of efficient markets, all new information is incorpo- 
rated in the stock price as soon as the information becomes 
available. Therefore, to assess the impact of an event, we 





6To avoid confounding effects, we checked whether no other 
events were announced at or around the time of the Internet chan- 
nel introduction. To this extent, we systematically searched the 
Dow Jones Interactive Publication Library, Wright Investors' Ser- 
vice, Hoover's Online, and the major financial newspapers of the 
countries included in our sample. As a result, we deleted two 
events from our sample, because we found that company results 
were announced simultaneously. In addition, two newspapers that 
had followed a strategy of gradual turnover and one outlier (with a 
standardized residual greater than 3) were removed from the sam- 
ple. Our final sample therefore consists of 93 announcements. 


examined the change in stock price on and surrounding the 
date of the announcement. 


Operationalization of Measures 


Financial measures. We obtained daily stock prices of the 
firms included in our sample and daily market indices of the 
Amsterdam, Frankfurt, London, and Paris Stock Exchanges 
(i.e., AEX-24, DAX-30, FTSE-100, and CAC-40) from the 
Datastream database. We used these data to calculate the 
firms’ daily returns, R,, and the market returns, Ry- 


Channel power. Following Emerson (1962), we included 
a measure for both motivational investment and availability 
of alternatives to capture channel power. We measured the 
former as the percentage of sales the newspaper accounts for 
in the total sales of an average distributor in the sales region 
in which the newspaper is being sold (median = 4.6%, 
range = .196—5596).8 We measured availability of alterna- 
tives through the number of titles distributors in a sales 
region can use to replace the sales accounted for by the focal 
newspaper (median = 3, range = 1—19). We measured both 
motivational investment and availability of alternatives on a 
per-sales-region basis, because distributors in the same 
region are highly similar in terms of these two constructs— 
distributors in the same region can use the same number of 
titles to replace the focal newspaper and derive roughly the 
same proportion of sales from these newspapers.? Because 





7This announcement may occur before the date of the actual 
Internet channel introduction. For the majority of newspapers, they 
turned out to be the same, and in our subsequent analyses, we 
found no significant impact when we controlled for this joint 
Occurrence. 

8Marketing channel studies have often combined a contribution- 
to-sales measure with a contribution-to-profits measure to con- 
struct an index of motivational investment. Unfortunately, we were 
not able to include contribution to profits because of data limita- 
tions. However, we can expect a high correlation between contri- 
bution to profits and contribution to sales in our specific newspaper 
setting. Indeed, prices of different newspapers show little variation, 
agency commissions barely vary, and we were informed by the 
IFABC that there is no reason to assume that a distributors cost 
structure would be different for different newspapers. Therefore, 
restricting the measurement of motivational investment to contri- 
bution to sales is not likely to affect our substantive results. 

9Note that a manufacturer's channel power is distributor spe- 
cific; that is, it can vary across its distributors. Because our study 
takes the firm as the unit of analysis (and not the individual manu- 
facturer—distributor relationship), we were unable to take into 
account these differences across distributors. We addressed this 
issue by measuring motivational investment and availability of 
alternatives per sales region, because distributors in the same sales 
region are highly similar in terms of these two constructs. More 
specifically, sales regions are regions where the same set of news- 
papers is being sold. As a consequence, the number of titles dis- 
tributors in a specific sales region can use to replace the focal 
newspaper (i.e., availability of alternatives) is the same across all 
distributors within the same sales region. The percentage of sales 
the newspaper accounts for in the total sales of a distributor (i.e., 
motivational investment) by definition is not equal across all dis- 
tributors within a specific sales region. However, we were 
informed by the IFABC that, because of the idiosyncrasies of the 
newspaper industry, the percentage of sales that distributors within 
a region derive from various newspapers is approximately the same 
(even though they can vary widely in terms of sales levels). 
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the power of a supplier over a distributor is (1) directly pro- 
portional to the supplier's contribution to the distributor’s 
sales and (2) inversely proportional to the number of alter- 
natives available to the distributor, we measured channel 
power by the ratio of contribution-to-sales to number-of- 
alternatives, after standardization of both measures. We 
obtained all relevant data from the International Federation 
of Audit Bureaux of Circulations (IFABC).!° 


Intensity and scope of experience. Following Erramilli 
(1991), we operationalized intensity of direct channel expe- 
rience as the number of days the firm was engaged in direct 
channel operations prior to the current Internet channel 
addition (median = 342, range = 0-1710). We operational- 
ized scope of direct channel experience as the number of 
direct channels established by the firm before the current 
Internet channel addition (median = 3, range = 1-18).!! We 
obtained data on intensity and scope of experience by con- 
tacting each newspaper, and we extensively validated these 
data by searching annual reports and newspaper archives. 


Firm size. We compiled three measures of firm size from 
Wright Investors’ Service: number of employees (median = 
6477, range = 400—-49,285), sales (median = €700 million, 
range = €56 million-€12,284 million), and the market value 
of the firm (median = €2,307 million, range = €76 million— 
€38,550 million). After standardization, we averaged the 
three items into a single scale of firm size. We log- 
transformed firm size to account for potential diminishing 
returns to scale.!2 Through this transformation, we also 
reduced the skewness in this variable, thereby avoiding hav- 
ing a few extreme observations drive our results (see, e.g., 
Dekimpe et al. 1997). 


Order and time of entry. Order of entry is the temporal 
rank order position, compared with other Internet entries in 
a given country (median = 28, range = 1—87). It is important 
to realize that in operationalizing this variable, we also 
account for entries made by firms not listed on the stock 
exchange. Time of entry is measured as the number of days 
the newspaper went online after the first release of Netscape 
Navigator on December 15, 1994 (median = 1060, range = 
16-2204). 


Publicity. Publicity measures whether media attention 
was given in the printed press to the Internet channel addi- 
tion. It is a binary variable coded | if the Internet channel 
was announced in other newspapers than in the own news- 
paper (15% of the cases) and 0 otherwise (85% of the cases). 


10Regional newspapers are typically sold in a single sales region 
(personal communication with IFABC). National newspapers, by 
definition, are available in multiple regions. To make the measures 
comparable across both types of newspapers, we computed a 
population-weighted average across regions for the national 
newspapers. 

I! Given that each firm, through the nature of its business, tends 
to have a nonvirtual direct channel, the variation in this figure cap- 
tures the number of virtual channels established by the firm before 
the current Internet channel. 

Because the three items were standardized before being aver- 
aged, negative values for firm size may result. A small, positive 
value was therefore added to ensure the nonnegativity before tak- 
ing the logarithm. 
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We compiled our measure of publicity on the basis of 
searches of newspaper archives and the Dow Jones Interac- 
tive Publication Library. 

Product- and channel-demand growth. Product-demand 
growth is the percent change in the industry's sales from the 
previous month's sales for each month of the analysis 
(median = 0%, range = —3.6%—3.4%). To reflect that news- 
papers may be competing internationally, sales include 
domestic and foreign sales. To measure channel-demand 
growth, we used the monthly growth rate in the total num- 
ber of Internet users per language (median = 3.59, range = 
2.395—18.596). We obtained product-demand growth and 
channel-demand growth data from the IFABC and Global 
Reach (www.glreach.com), respectively.!3, 14 


Results 
The Main Effect of an Internet Channel Addition 


For each firm i, we estimated the parameters (x, and B) of 
the market model in Equation 2 using an estimation period 
of 219 days (t = —250 to t = —30 relative to the event day, t = 
0). We then used the estimated market model parameters to 
calculate the firms’ abnormal returns (ex). Table 2 presents 
the average abnormal returns for the 93 announcements on 
the event day, as well as for a window of £5 days around the 
event day. Results show that, on average, firms establishing 
an Internet channel experienced .35% abnormal returns on 
t —- 0 (p « DU and .36% abnormal returns on t = +1 (p < .01). 
Of all windows surrounding the event day, the one from 0 to 
+1 shows the most significant CAAR, with a value of .71%. 
This positive value is driven by two factors: Positive evalu- 
ations occur more frequently (5896 of the cases on the event 
day t = 0, and 64% of the cases on t = +1), and they are, on 
average, larger than the negative ones (the average positive 
CAAR over the event window [0,1] is 1.83%, versus an 
average negative CAAR value of —1.36%). Our short event 
window of [0,1] implies an almost instantaneous adjust- 
ment in stock prices to the arrival of the new Internet chan- 
nel information, which is a necessary condition for market 
efficiency (McWilliams and Siegel 1997). Our estimate on 
the size of the stock market reaction to Internet channel 
announcements has the same order of magnitude as CAARs 
reported in other marketing-related event studies. Horsky 
and Swyngedouw (1987), for example, report a CAAR[0,0] 
of .61% for company name changes; Chaney, Devinney, and 
Winer (1991) find a CAARJ—1,+1] of .75% for new product 





[n approximately 30% of the cases, monthly data were not 
available. In these cases, we intrapolated using the estimates 
obtained through an auxiliary regression model. For example, in 
case of the Netherlands, where no annual circulation data are col- 
lected, we fitted a quadratic model (several specifications were 
tested, and the best fitting alternative was retained) with an R2 
amounting to .91. 

MBecause events are recorded daily whereas firm and market 
data are available only on a yearly and monthly basis, respectively, 
and to avoid endogeneity problems, we consistently use the values 
for the firm and market variables in the year and month, respec- 
tively, prior to the event. In addition, we deflated all monetary 
values. 


TABLE 2 
Abnormal Returns for Internet Channel Additions 


Average Abnormal 

Event Day Return (%) 
-5 —.02 
-4 —.05 
-3 —.16 
-2 .12 
-1 —.27 

0 .35* 
+1 KN 
+2 —.12 
+3 —.14 
+4 .01 
+5 —.02 


Percentage of Positive 
Z-Statistic Abnormal Returnsa 
.28 47 
—.36 
—1.42 
.74 
—1.59 
2.89 
3.23 
—.62 
—.74 
.78 
1.00 


55559?95588 


——————————————————————————————————————————————————— 
aThis column presents the percentage of the 93 abnormal returns that are positive for each day. For example, 58% of all cases had a positive 


abnormal return on the event day. 
*p « .01. 
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announcements; and Agrawal and Kamakura (1995) report a 
CAAR[-1,0] of .54% in the context of celebrity endorse- 
ment contracts. Apart from the statistical significance of the 
CAAR values obtained, we consider their economic signifi- 
cance. To that extent, we calculated the average change in 
the market value of a median-sized firm in our sample.!5 A 
.71% cumulative abnormal return for such a company with 
a market value of €2,307 million results in an increase in 
market value (adjusted for overall market movements) of 
€16.38 million in two days. 





I5The market value of the firm on any trading day is the number 
of common shares outstanding times the share price at the end of 
that trading day. 


Despite this statistical and economic significance, ques- 
tions remain as to whether this positive evaluation is just a 
temporary reaction that is quickly corrected afterward. We 
found in this respect that the CAARs (see Figure 2) stayed 
at a higher level after the event, indicating that the positive 
evaluation is not just a short-term lift that evaporates in the 
days following the announcement. For newspapers that 
introduced their Internet version before November 8, 2000 
(resulting in a sample size of 87), we subsequently com- 
puted the abnormal returns for up to 100 (trading) days after 
their announcement. Also, in this longer postannouncement 
period, no significant negative drift is observed, as is con- 
firmed in a pooled regression of the CARs against the time 
since announcement (byme = .00, p > .10). 
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Identification of Successful internet Channel 
Additions 


The addition of an Internet channel to a firm’s channel port- 
folio is, on average, evaluated positively by the financial 
markets. Still, we cannot ignore the finding that in more than 
30% of the cases, negative stock returns are found (Table 2, 
last column), which indicates that the market at times 
expects the negative consequences to outweigh the positive 
ones. Therefore, a final aim of this article is to cross- 
sectionally explain the variation in observed stock-price 
reactions. For this purpose, we estimate Equation 8.16. !7 
The results are presented in Table 3. 





l6[t might be argued that the level of aggregation differs between 
dependent (corporate-level stock returns) and independent (infor- 
-mation on a specific newspaper) variables. Ideally, we would want 
to run the regression SRNP = BX + u, where SRNP is the stock 
returns associated exclusively with a particular newspaper. In real- 
ity, however, we ran the following regression: SR = bX + p’, where 
SR is the corporate stock return, which is composed of SRNP and 
SReo-NP, the stock return of the publishing company not associated 
with the specific newspaper. Because SR = (SRNP + SRno=NP), it can 
be shown that E(b) = E[(X”X)-1X“(SRNP + SRmo-NP)] = B (see Lane 
and Jacobson 1995); that is, an unbiased estimate of the effect of the 
newspaper covariates is sill obtained (because E[X'SRBe-NP] = 0). 

'7To correct for a potential violation of the statistical-indepen- 
dence assumption (the 93 newspapers represent 22 different firms 
from four different countries), we implemented a fixed-effects cor- 
rection for both dimensions in the regression equation. Two firm 
dummies turned out to be significant and were added to Equation 
8. None of the country dummies was significant. White’s test for 
heteroskedasticity turned out to be insignificant (p » .75), justify- 
ing the use of ordinary least squares as an estimation procedure. 


Channel power has the anticipated positive effect (b — 
.650, p « .05). Therefore, H, is supported. The effect of 
intensity of direct channel experience is positive, as 
expected, but not significant (H>; p > .05). Scope of direct 
channel experience has the hypothesized negative effect (b — 
—938, p < .05). Therefore, Hs is supported. Firm size does 
not have a significant effect on the performance potential of 
an Internet channel addition (p > .05). The results for order 
of entry support H4. The positive linear (b = .133, p < .01) 
and negative quadratic (b = —001, p < .05) effects imply 
more favorable stock market reactions for early followers 
than for both pioneers and later entrants.!8 As hypothesized 
(Hs), additional publicity positively affects the stock market 
reaction (b = 1.175, p < .05). Finally, the performance poten- 
tial of an Internet channel addition is not significantly 
affected by either product-demand growth (Hç; p > .05) or 
channel-demand growth (p > .05). Therefore, powerful firms 
with fewer direct channels achieve greater gains in financial 
performance than do less powerful firms with a broader 
direct channel offering. Small firms should not recoil from 
adding an Internet channel to their entrenched channels; 
firms of any size can successfully play the game. Early fol- 
lowers have an advantage over both innovators and later fol- 
lowers, even when we control for time of entry. We also find 
that firms that provide additional publicity to their Internet 
channel introduction achieve greater gains. 


18 We mean-centered the order-of-entry variable (before forming 
the quadratic term) to reduce multicollinearity (Jaccard, Turrisi, 
and Wan 1991). 





TABLE 3 
Moderator Analysis 
Hypothesized Sign b t-Value 

Intercept —.400 -.33 
Firm Characteristics 

Channel power + .650 2.28" 

Intensity of experiance + 545 1.28 

Scope of experience - —.938 —2.22* 

Firm size ? .949 .B5 
Channel Introduction Strategy 

Order of entry + .133 5.25** 

Order of entry squared - —.001 —2.24* 

Time of entry —.006 -4.95*** 

Publicity + 1.175 1.91" 
Marketplace Characteristics 

Product-demand growth + —.043 -71 

Channel-demand growth ? 025 1.33 
F(12, 80) = 4.07. 
R2 = 38. 


R2 (adjusted) = .29. 





*p < .05 (one-sided). 


**p < .01 (one-sided). 
***p < .01 (two-sided). 
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Robustness Checks 


We evaluate our results in four ways. We first calculate the 
CARSs using three alternative stock portfolios. Next, we 
assess the stability of the results, the forecasting perfor- 
mance of the model, and the extent to which our data sup- 
port some alternative (competing) explanations. 


Alternative CARs 


We use three alternative benchmark portfolios to determine 
the market and abnormal returns: (1) a market portfolio of 
stocks (used in Tables 2 and 3), which is the daily market 
index of the exchange the stock is trading on; (2) a broad 
portfolio of stocks;!9 and (3) a portfolio consisting only of 
printing and publishing companies that trade on the same 
exchange as the stock. Our results remain substantively the 
same, with CAARs[0,+1] of .71% (standard portfolio), 
-7096 (broad portfolio), and .65% (publishing portfolio). We 
then reestimate Equation 8 using these alternative CARs as 
dependent variables. With one exception (the coefficient for 
publicity becomes insignificant when we use the portfolio of 
printing and publishing stocks), all results remain substan- 
tively the same. Therefore, our results are robust to the 
choice of market portfolio. 


Stability of the Results 


We use a jackknife procedure to test the stability of our para- 
meter estimates. We calculate the jackknifed coefficients as 
described by Ang (1998). Our results are stable given that 
the t-values of the jackknifed coefficients for our significant 
coefficients range from 1.95 to 3.09. 


Forecasting Performance 


We assess the forecasting performance of our model using a 
procedure similar to the one by Dekimpe and colleagues 
(1997). Specifically, we omit the first 10% of the observa- 
tions of the randomized sample and estimate the model on 
the basis of the remaining data points. We then use the 
resulting parameter estimates to forecast the omitted obser- 
vations and compute the mean squared prediction error. 
Next, we repeat this procedure for the next 1096, until we 
have rotated the entire data set. Each time, we compute the 
mean squared prediction error, which is subsequently aver- 
aged across the different iterations. The resulting mean 
squared prediction error turns out to be only 8.6% higher 
than the mean squared estimation error, which is compara- 
ble to the results reported in previous studies. The average 
correlation between the holdout observations and their fore- 
casts is 20 when calibrated on the subsamples, as opposed 
to .59 when these forecasts are derived from a full-sample 
estimation. Because the latter figure offers an upper bound 
(as it uses all information in the sample), the drop in corre- 
lation is limited. 


iI?The broad portfolio of stocks, which was obtained from the 
Datastream database, includes the most important companies by 
market value. The precise number of constituents varies from mar- 
ket to market. The number of stocks included in the French, Ger- 
man, Dutch, and U.K. broad-based portfolios amounts to 200, 200, 
130, and 550, respectively. 


Ruling Out Alternative Explanations 


It could be argued that our results are consistent with two 
alternative explanations. First, there is the possibility that 
the addition of an Internet channel does not offer real value 
to the firm but merely acts as a signal that the firm is innov- 
ative and responsive to changes in the marketplace and in 
technology. Second, questions remain as to what extent our 
findings are merely an artifact of the general hype surround- 
ing high-tech and e-related stocks. 


A signal of innovativeness. We followed the approach 
advocated by Horsky and Swyngedouw (1987) to empiri- 
cally rule out the signaling hypothesis. Specifically, two of 
our hypotheses predict a particular directional effect that 
would not be found under the signaling hypothesis. First, 
our framework predicts a positive effect of channel power, 
whereas no link with channel power would be expected if 
Internet additions merely acted as a signal of innovativeness 
(i.e., distributors would prefer all their channel partners to 
be innovative, regardless of whether they are low or high in 
channel power). Second, our framework predicts a nonmo- 
notonic relationship for order of entry, whereas a monoton- 
ically decreasing effect would be expected under the signal- 
ing hypothesis (i.e., the innovativeness content of the signal 
decreases as a firm lags other players in the market). Our 
empirical results, with a positive effect for channel power 
and a nonmonotonic effect for order of entry, enable us to 
reject the signaling hypothesis in both cases.20 

The hype surrounding Internet stocks. It could be argued 
that the positive stock market evaluation we observed 
reflects a general hype surrounding all technology-related 
stocks. We therefore added four tests of this alternative 
explanation on the basis of an approach recently advocated 
by Cooper, Dimitrov, and Rau (2001). First, we used the 
Datastream European Internet index as benchmark to calcu- 
late abnormal returns, in which case the benchmark would 
already capture the hype effect. Even when we corrected for 
the general overvaluation that might affect Internet-related 
investments (through the use of an Internet portfolio), the 
market, on average, still reacted positively to companies 
announcing that they are expanding into Internet channels, 
as was evidenced by a CAAR[0,+1] of .67%. We also esti- 
mated Equation 8 using the Datastream European Internet 
index as benchmark. All results remained substantively the 
same. Second, we compared the size of the announcement 
effect in the sample across up and down periods by calcu- 
lating the monthly index return for the Datastream European 
Internet index for each of the 74 months from December 
1994 to January 2001 and ranked the months according to 
the average return on the index. We subsequently computed 


20[t is interesting to note that not every moderating factor allows 
for a formal test against the signaling hypothesis. For example, fol- 
lowing Horsky and Swyngedouw (1987, p. 329) and according to 
the signaling hypothesis, we would expect a larger impact for Inter- 
net additions of smaller firms, because organizational inertia ham- 
pering innovative change will be lower for smaller than for larger 
firms. Our framework does not predict a directional effect for firm 
size, however. As such, our empirical result with a positive non- 
significant effect for firm size does not allow discriminating among 
both theories. 
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CARs for all firms with announcement dates in the top 37 
months (for which the index returns ranged from 0% to 
137.5%). We repeated this for firms with announcement 
dates in the bottom 37 months (for which the index returns 
ranged from —55.596 to —5%). Forty-two firms announced 
Internet channel additions in up markets, and 51 firms 
announced Internet channel additions in down months. A t- 
test fails to reject the hypothesis that the CARs are signifi- 
cantly different across up and down months (p = .90). Third, 
we distinguished between periods with much versus little 
Internet activity in the industry we study. If firms attempt to 
take advantage of a hype effect, Internet channel launches 
would be clustered in “hot” market periods. To test this, we 
computed the number of launches per quarter. We then com- 
puted average abnormal returns earned by firms that 
launched an Internet channel in quarters with six or more 
launches (N = 55) and compared these with the returns 
earned by firms in nonclustering quarters (N = 38). Again, 
the difference was not significant (p = .55). Fourth, we 
examined returns both before and after March 27, 2000, 
which is often referred to as the date the presumed high-tech 
bubble burst. Eighty-seven firms announced Internet chan- 
nel launches before the “plunge” in e-commerce stocks on 
March 27, 2000. Again, CAARs were not significantly dif- 
ferent (p = .19). Finally, we included three dummies in 
Equation 8 to control simultaneously for the three previous 
effects. All effects were nonsignificant (p = .15, .86, and 
.18), and results remained substantively the same. In sum- 
mary, no empirical evidence was found that our results are 
driven by an assumed hype effect. 


Discussion 


Adding an Internet channel to an entrenched channel system 
is a double-edged strategy: Although it costs money in the 
short run, it is as yet unclear whether the optimistic fore- 
sights about the long-term profit and growth potential will 
ever materialize. Yet managers of established firms feel 
pressured to decide now how to best respond to this market 
discontinuity. We show that, on average, stock market 
investors perceive that the expected gains of adding an 
Internet channel outweigh the present and expected costs. 
As such, managers and shareholders of established compa- 
nies need not worry unduly about the stock market reaction 
as investments into Internet channels are announced. How- 
ever, they cannot take for granted that the stock market will 
always react positively either; the market recognizes not 
only the potential gains but also the possible deleterious 
effects of adding an Internet channel, as is reflected by more 
than 30% of the cases resulting in negative stock returns. 
Therefore, it is imperative for managers to know what drives 
the success of an Internet channel addition strategy. 


Substantive Implications 
Major managerial guidelines emerging from our study are as 
follows: 


1. Do powerful firms fare better when adding an Internet chan- 
nel? Powerful firms can get away with far more when sup- 
plementing their entrenched channel system with an Internet 
channel. Although any firm that sets up an Internet channel 
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should expect to lose at least some of the goodwill of its 
entrenched channels, powerful firms can use their market 
clout to ensure that these distributors continue to live up to 
their agreements. 

2. Does more direct channel experience offer an advantage? 
Marketers generally view prior experience as an important 
driver for the success of new entries. We find that estab- 
lished firms that already have many other direct channels are 
financially hurt when adding a new Internet channel to their 
entrenched channel system. This supports our contention 
that adding an Internet channel is not likely to bring along 
substantial new category demand but instead may cause can- 
nibalizatton and/or brand-damaging interchannel conflict. 


3. Is size an important driver of [nternet channel success? 
Small firms should not recoil from adding an Internet chan- 
nel to their entrenched channel system: Firms of any size 
can successfully enter the playing field. Apparently, the geo- 
graphic demand expansion opportunities flowing dispropor- 
tionately to smaller firms compensate for the price premi- 
ums larger firms may enjoy. [n addition, the superior 
resources and management skills of large firms no longer 
appear to give them the same physical distribution cost 
advantages as in the old economy. 

4. Should firms strive to be first when adopting an Internet 
channel? Our results indicate that firms should indeed be 
fast. However, we also find that it may be beneficial to let a 
few other players enter first. Although firms should be fast 
enough to exploit various demand-side advantages, there is 
value in letting others experiment with different technical 
approaches and designs, thereby improving the new chan- 
nel. We therefore recommend firms to be early followers 
rather than pioneers with respect to Internet channels. 

. Does publicity help make an [nternet channel addition suc- 
cessful? Publicity substantially contributes to the success of 
an [nternet channel addition. This result suggests strong, 
positive effects of publicity on market expansion, brand 
switching, and/or profit margins. 

6. Does internet channel success hinge on marketplace char- 
acteristics? Companies in declining product markets should 
not worry more than companies in growth markets about tar- 
nishing channel equity when adding an Internet channel to 
their entrenched channel system. Also, growth in channel 
demand does not affect Internet channel success. Appar- 
ently, the possibility that new customers may be drawn to 
the category through the new channel does not outweigh 
concerns about potential losses of revenue due to competi- 
tion for the “ownership” of customers. 


uA 


One question is to what extent these findings are merely 
of historical interest, as the extent of press coverage on 
Internet introductions may well create the impression that 
all firms have already implemented the decision to add an 
Internet channel to their channel portfolios. Although this 
may be the case in some industries, note that many firms 
have not yet established an Internet presence and many oth- 
ers use their Web sites only for promotional purposes and 
not yet as distribution channels. In a recent large-scale sur- 
vey of Belgian firms, Konings and Roodhooft (2000) find 
that of all firms that have access to the Internet, only 5796 
have their own Web sites, and an even smaller fraction 
(1596) uses those sites as additional channels to sell products 
online. In the United States, recent estimates indicate that 
more than 40% of all businesses do not yet sell online 
(www.nua.com/surveys; www.ecommercecommission.org), 
a number that increases to more than 70% when the largest 
businesses are excluded (The Washington Post 2001). 


Limitations and Further Research 


This research represents an early inquiry into a complex 
phenomenon. As such, the study has several limitations that 
offer immediate avenues for further research. First, we used 
stock-price data as performance information. Stock prices, 
however, do not measure realized operating performance 
but rather capture investors' anticipations. Furthermore, the 
underlying assumption that stockholders are the only stake- 
holders that matter may be too restrictive. As pointed out by 
Chakravarthy (1986, p. 448), “a necessary condition for 
business excellence is the cooperation of the firm’s multi- 
ple stakeholders,” such as shareholders, employees, man- 
agers, customers, and suppliers. Whereas stock-price data 
provide good present estimates of future performance, on 
the basis of the information available at this point in time, 
further research should assess the performance effects of 
Internet channel additions through their impact on realized 
cash flows. It would also be of interest to quantify the effect 
of each performance-enhancing and performance- 
destroying factor separately, that is, to provide insight to 
the relative extent of cannibalization losses, reduced sup- 
port from traditional channels due to interchannel conflict, 
and so forth. 

Second, we considered the performance potential of 
Internet channel announcements at and around the time of 
the announcement. However, intended strategies may be 
modified during implementation, and also postentry imple- 
mentation decisions will determine the ultimate success of 
the new channel. Further research could track a set of 


announced decisions, determine the outcome of those deci- 
sions, and attempt to assess when and by how much firm 
performance changed in response to the aforementioned 
modifications and postentry actions. Such research would 
measure the effectiveness of strategy formulation as well as 
implementation. 

A third limitation may be the use of secondary data. An 
attractive feature of secondary data in our case is the possi- 
bility of gaining access to the past, which may be subject to 
problems of recall, or may even be infeasible, when using 
primary data-collection methods. This attractive feature car- 
ries with it a penalty, though, in that secondary data may 
only map approximately on concepts, which may lead to 
potential construct validity problems. For example, because 
there are no direct secondary measures of channel power, we 
searched for externally observable proxies. In addition, sec- 
ondary data do not usually permit access to the deeper rela- 
tional factors that form an important element of channel 
research. For example, researchers could study how the qual- 
ity of a firm’s relationships with its entrenched distributors 
affects an Internet channel's success. More comprehensive 
specifications, including channel constructs such as trust and 
commitment, could be developed and tested by linking sur- 
vey data (aggregated distributor judgments) to stock-price 
information, in the spirit of Lane and Jacobson (1995). 

Finally, we study Internet channel additions in only one 
industry within Europe. Because of potential idiosyncratic 
industry- and country-related properties of our data, the 
generalizability of the results needs to be assessed. 
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The Influence of Multiple Store 
Environment Cues on Perceived 
Merchandise Value and Patronage 
Intentions 


Research on how store environment cues influence consumers' store choice decision criteria, such as perceived 
merchandise value and shopping experience costs, is sparse. Especially absent is research on the simultaneous 
impact of multiple store environment cues. The authors propose a comprehensive store choice model that includes 
(1) three types of store environment cues (social, design, and ambient) as exogenous constructs, (2) various store 
choice criteria (including shopping experience costs that heretofore have not been included in store choice mod- 
els) as mediating constructs, and (3) store patronage intentions as the endogenous construct. They then empiri- 
cally examine the extent to which environmental cues influence consumers’ assessments of a store on various 
store choice criteria and how those assessments, in turn, influence patronage intentions. The results of two differ- 
ent studies provide support for the model. The authors conclude by discussing the results to develop an agenda 


for additional research and explore managerial implications. 


There was a time not so long ago that retail environments 
had few standards to meet. A store should be clean and 
organized to maximize sales per square foot. It should also 
be pretty... Today, though, the retai] environment must tie 
in directly to the brand, and, in fact, speak the brand’s 
value proposition. 

—Nancye Green 


ow does the retail environment tie in to customers’ 
H perceptions of the value of a store's merchandise? In 

a broader sense, in what way does the retail environ- 
ment ultimately influence a customer's decision to patronize 
a particular store? There is a dearth of research-based 
answers to such questions, though conventional wisdom and 
the actions of many retailers suggest that store environment 
has a critical bearing on consumers' store choice processes. 
Scholarly verification of this conventional wisdom and 
research-based insights for guiding the design of store envi- 
ronments are lacking. Prior store environment research has 
achieved the following: 
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*Demonstrated that vanous environmental elements, taken one 
at a time, affect consumer responses. Elements examined 
include music (e.g, Areni and Kim 1993; Hui, Dubé, and 
Chebat 1997; Milliman 1982), color (e.g., Bellizzi, Crowley, 
and Hasty 1983), scent (Spangenberg, Crowley, and Hender- 
son 1996), and crowding (e.g., Eroglu and Machleit 1990; Hui 
and Bateson 1991); 

*Examined how general constructs such as “store atmosphere" 
(e.g., Donovan and Rossiter 1982) or physical attractiveness” 
of the store (e.g., Darden, Erdem, and Darden 1983) affect 
store patronage intentions; and 

*Produced evidence suggesting that store environments trig- 
ger affective reactions in customers (e.g., Babin and Dar- 
den 1996; Baker, Grewal, and Levy 1992; Donovan et al. 
1994; Hui and Bateson 1991; Wakefield and Blodgett 
1999). 


However, store environment research to date has not 
examined key issues such as how different store environ- 
ment cues together shape consumers’ merchandise value 
perceptions and how those perceptions, in turn, influence 
store patronage intentions. The extant literature also lacks 
empirical research on the relative impact of key antecedents 
of perceived merchandise value. For example, shopping 
experience costs, which include consumers’ time and effort 
in obtaining products, as well as the psychological cost of 
shopping (e.g., irritation caused by loud music or crowding), 
have been suggested as potential determinants of merchan- 
dise value (Zeithaml 1988) and store choice (Bender 1964). 
However, a comprehensive model incorporating these con- 
structs has not been tested in a retailing context. 

To address the aforementioned research voids, we first 
propose a conceptual framework that incorporates the 
effects of three distinct store environment dimensions: 
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design, social, and ambient.! We then describe and report 
results from two studies, the first designed to test our con- 
ceptual framework empirically and the second designed to 
verify the robustness of the results. Drawing on findings 
from the two studies, we offer implications for marketers 
and propose avenues for further research. 


Conceptual Framework 


Our conceptual framework, shown in Figure 1, integrates 
theories from cognitive and environmental psychology with 
Zeithaml’s (1988) proposal that value perceptions, which 
ee 

IThese dimensions, discussed by Baker (1987), are consistent 
with the ones Bitner (1992) uses in describing “servicescapes.” Bit- 
ner’s three dimensions are ambient; space/function (similar to 
design); and signs, symbols, and artifacts. Whereas marketing 
researchers traditionally have approached the design and ambient 
cues under the umbrella construct of store atmospherics, 
researchers in the field of environmental psychology distinguish 
between them for two fundamental reasons. First, ambient cues 
tend to affect nonvisual senses, whereas design cues are more 
visual in nature. Second, ambient cues tend to be processed at a 
more subconscious level than are design cues. There is some 
empirical evidence that design and ambient elements have differ- 
ential effects on consumer responses (Wakefield and Baker 1998). 


drive purchase decisions, are based on perceptions of prod- 
uct quality (what consumers get from an exchange) and 
price (the monetary and nonmonetary aspects of what con- 
sumers give up in an exchange). Figure 1 adapts the model 
proposed by Zeithaml (1988) to a retail setting and incorpo- 
rates insights from Baker’s (1998) and Bitner’s (1992) con- 
ceptualizations of how the service environment can influ- 
ence consumer decision making. The overall sequence of 
effects in our model is that store environmental dimensions 
influence consumers’ perceptions of store choice criteria— 
namely, interpersonal service quality, shopping experience 
costs, and merchandise value (mediated through perceived 
quality, price, and shopping experience costs)—and these 
perceptions, in turn, affect store patronage intentions. Con- 
sumer perceptions in our model refer to inferences about the 
levels of quality, price, and value that consumers would 
expect in a store on the basis of store environment cues. As 
such, the model is especially appropriate when potential 
customers have limited a priori knowledge about a store's 
specific offerings, as well as in contexts in which a store 
undergoes a major remodeling, thereby exposing customers 
to a new set of store environment cues. 

Four unique aspects of our model differentiate our study 
from previous studies. First, we explicitly identify two types 


FIGURE 1 
A Conceptual Model of the Prepurchase Process of Assessing a Retail Outlet on the Basis of 
Environmental Perceptions 
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of shopping experience costs—time/effort and psychic— 
and examine their influence on store patronage intentions. 
Our time/effort cost construct captures consumers' percep- 
tions of the time and effort they are likely to expend shop- 
ping at a store. Economic pricing models acknowledge that 
time/effort costs influence consumers’ perceptions of what 
they give up in an exchange (Becker 1965), and research 
anchored in Becker-based models (e.g., Marmorstein, Gre- 
wal, and Fishe 1992; Schary 1971) suggests that time spent 
in stores looking or waiting for goods and services has an 
economic value to consumers. 

The psychic cost construct represents consumers’ men- 
tal stress or emotional labor during the shopping experience. 
Environmental psychologists (e.g., Mehrabian and Russell 
1974) have focused on understanding these costs, which we 
view as consumers’ negative affective reactions to a store 
and/or its environment. Studies in environmental psychol- 
ogy and marketing that have examined the affective influ- 
ence of the environment primarily have taken a positive 
view of affect (i.e., what increases a person's pleasure). In 
line with Zeithaml’s (1988) notion of nonmonetary costs, we 
focus on the negative affect stemming from store environ- 
ments. This perspective is also consistent with the argument 
that positive and negative affect are distinct constructs 
(Babin, Darden, and Babin 1998; Watson, Clark, and Telle- 
gen 1988) and that negative affect has a stronger impact on 
consumers (Babin and Darden 1996). 

Although time/effort costs and psychic costs are con- 
ceptually related constructs (e.g., crowding can trigger both 
perceptions of physical density and a negative emotional 
reaction to physical density), researchers in economics and 
marketing have treated them as distinct (e.g., Bender 1964; 
Zeithaml! 1988). In Figure 1, we depict the two constructs as 
distinct to capture both the rational and the emotional 
aspects of consumers' nonmonetary costs, while acknowl- 
edging the possible correlation between them. 

Second, most price-quality research examines con- 
sumers' value judgments of a specific product-price combi- 
nation. In contrast, our study focuses on the broader concept 
of retail store patronage (rather than product choice per se). 
We are interested in how people perceive the general price 
levels for a group of products sold in a store on the basis of 
what they observe in the store's environment. We label this 
group "merchandise" to distinguish it from a specific prod- 
uct or brand. Our study posits that merchandise value is a 
function of perceived merchandise price, merchandise qual- 
ity, and shopping experience costs. 

Third, Zeithaml’s (1988) value model focuses primarily 
on the evaluation of product quality. But in a retail context, 
consumers evaluate service quality as well as merchandise 
quality (Mazursky and Jacoby 1986). Therefore, our model 
incorporates the two types of quality as related but distinct 
components. An important aspect of shopping in a retail 
store is the quality of the interactions between store employ- 
ees and customers, a construct we label "interpersonal ser- 
vice quality." Interpersonal service quality is a part of over- 
all service quality, as defined and measured by Parasuraman, 
Zeithaml, and Berry (1988). It includes customers being 
treated well and receiving prompt and personal attention 
from employees. 
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Fourth, our study is the first to examine empirically all 
the relationships in Figure 1 simultaneously. Table 1, which 
lists prior studies that offer conceptual or empirical support 
for various hypothesized relationships, shows that though 
each hypothesized link has conceptual support from one or 
more studies, 11 of the hypotheses have not been examined 
empirically. Moreover, only a handful of the studies have 
examined empirically the remaining hypotheses. Another 
void revealed by Table 1 is that each of these studies focuses 
on just a few of the hypothesized links; no study has exam- 
ined all the links simultaneously. 


Hypotheses 


Store Environment Determinants of Store Choice 
Criteria 


Insights derived from three interrelated theories—infer- 
ence theory, schema theory, and the theory of affor- 
dances—constitute the overall conceptual foundation for 
our hypotheses about store environment influences. Infer- 
ence theory argues that people make judgments about the 
unknown on the basis of information they receive from 
cues that are available to them (Huber and McCann 1982; 
Nisbett and Ross 1980). Schemas are cognitive structures 
of organized prior knowledge, abstracted from experience, 
that guide inferences and predictions (Fiske 1982). They 
help shape people’s expectations in new or ambiguous con- 
texts (Fiske and Linville 1980). Similarly, the theory of 
affordances suggests that people perceive their physical 
environment as a meaningful entity and that such a percep- 
tion conveys information directly to them (Gibson 1979). 
These theories together imply that consumers attend to 
design, social, and ambient environment cues when evalu- 
ating stores, because they believe that these cues offer reli- 
able information about product-related attributes such as 
quality, price, and the overall shopping experience (Bitner 
1992). For example, a customer entering a store with tile 
floors, the smell of popcorn, fluorescent lighting, and Top- 
40 music may access from memory a “discount store” 
schema and infer that the store’s merchandise is low priced 
and of average quality and that the store has minimal ser- 
vice. Empirical evidence supports the idea that information 
from environmental cues influences consumers’ percep- 
tions of service providers (Baumgarten and Hensel 1987) 
and helps consumers categorize service firms (Ward, Bit- 
ner, and Barnes 1992). 


Store design cues. As environmental psychology theory 
argues, the most important role of a space (in this case, the 
store) is its ability to facilitate the goals of its occupants 
(Canter 1983). For many shoppers, the goal is convenience, 
which includes getting in and out of the store quickly and 
finding the merchandise they seek easily. Layout is an exam- 
ple of a design cue that may influence customers’ expecta- 
tions of their efficient movement through a store (Titus and 
Everett 1995). On the basis of the foregoing evidence, we 
hypothesize that 

Hu As customers’ perceptions of store design cues become 


more favorable, customers will perceive time/effort costs 
to be lower. 
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Prior studies offer empirical support for the link between 
the general, holistic environment and affect (e.g., Babin and 
Darden 1996; Donovan and Rossiter 1982; Wakefield and 
Baker 1998). Thus, poorly designed stores (e.g., a confusing 
store layout) may cause consumers to incur psychic costs. 
Mehrabian and Russell’s (1974) stimulus—organism— 
response theory, which posits that the influence of physical 
environments is primarily affective, also suggests that 
poorly designed store environments may reduce shopping 
pleasure and lead to the deterioration of customers’ moods 
(Spies, Hesse, and Loesch 1997). We therefore propose that 


Hir As customers’ perceptions of store design cues become 
more favorable, customers will perceive psychic costs to 
be lower. 


Nagle (1987) argues that an important determinant of 
consumers' responses to price is their perception of the 
entire purchase situation, which includes store environment. 
Moreover, in-store atmospherics may generate price beliefs 
independent of the actual prices and be used to create price 
differences for essentially undifferentiated products (Kotler 
1973). Applying adaptation-level theory (Helson 1964), 
which posits that contextual factors shape a person's frame 
of reference for focal stimuli, to a retailing context suggests 
that store environment cues will influence consumers' price 
expectations. For example, Thaler (1985) finds that subjects 
infer that the price of beer is higher if the beer is purchased 
in an upscale store environment than if it is purchased in a 
run-down store. Grewal and Baker (1994) report that more 
favorable store environment perceptions increase the accept- 
ability of the price of a picture frame. However, prior 
research has not examined how the aspects of store environ- 
ment influence consumers’ general price-level expectations 
for an entire store. If, for example, consumers had limited 
price knowledge about the clothing products carried by Gap, 
what would be their expectations of general price levels, 
based on store environment cues, before they even examined 
the price tags? To explore this issue, we formally propose 
that 


He As customers’ perceptions of store design cues become 
more favorable, customers will perceive monetary prices 
to be higher. 


Theoretical arguments suggest a direct link between 
retail store design and perceptions of interpersonal service 
quality (Baker 1987; Bitner 1992), as do a few empirical 
studies. For example, in comparing modern-style with 
traditional-style bank branches, Greenland and McGoldrick 
(1994) report that consumers find employees in the modern- 
style branches more approachable. Crane and Clarke (1988) 
find that consumers rely on office design to assess the scope 
and nature of four services (bank, doctors, dentists, and hair- 
stylists). Kotler (1973) notes that a store’s atmosphere com- 
municates its level of concern for its customers. Therefore, 
we propose that 

Hig: As Customers’ perceptions of store design cues become 

more favorable, customers will perceive interpersonal ser- 
vice quality to be higher. 


The design of a retail store environment can serve as an 
important basis for consumers' evaluations of merchandise 


quality (Kotler 1973; Olshavsky 1985). Mazursky and 
Jacoby (1986) find that pictures of a store's interior are 
heavily accessed as cues (even more so than price cues) that 
consumers use to evaluate merchandise quality. In a study 
by Gardner and Siomkos (1985), respondents evaluated the 
same brand of perfume more favorably when the store 
design was described as having "high-image" attributes 
(e.g., carpeted floors, wide aisles) than when it was depicted 
as having "low-image" attributes (e.g., tile floor, narrow 
aisles). In a restaurant setting, Heath (1995) finds that rest 
room cleanliness is an important factor in influencing cus- 
tomers’ perceptions of overall food quality. The preceding 
evidence suggests that 


Hie: As customers’ perceptions of store design cues become 
more favorable, customers will perceive merchandise 
quality to be higher. 


Store social (employee) cues. Eroglu and Machleit 
(1990) suggest that store social elements (e.g., too many 
people in too little space) can influence the perception of 
crowding; however, no empirical research has examined the 
relationship between store employee cues and consumers' 
perceptions of time/effort costs in a retail setting. Insights 
from the limited conceptual research suggest that the num- 
ber of salespeople on the floor influences customers' time/ 
effort cost perceptions; for example, the presence of more 
salespeople may indicate that customers will spend less time 
searching for merchandise. Therefore, 


Ha, As customers’ perceptions of store employee cues 
become more favorable, customers will perceive time/ 
effort costs to be lower. 


Prior research suggests that salespeople play a critical 
role in influencing consumers' moods and satisfaction (Gre- 
wal and Sharma 1991). According to a component of 
Barker's (1965) theory of behavioral ecology, when the 
number of people in a facility is less than the setting requires 
to function properly, a condition identified in sociology as 
"understaffing" occurs. The understaffing framework sug- 
gests that the number of employees in a store influences cus- 
tomers' perceptions and responses (Wicker 1973). Thus, 
when too few salespeople are on the floor (relative to cus- 
tomer density), customers can become frustrated and 
annoyed. Therefore, 


Hay: As customers’ perceptions of store employee cues 
become more favorable, customers will perceive psychic 
costs to be lower. 


On the basis of adaptation-level theory and using the 
same logic we used to develop Hc, we also hypothesize that 


H2,: As customers’ perceptions of store employee cues 
become more favorable, customers will perceive mone- 
tary prices to be higher. 


The understaffing framework (Wicker 1973) also sug- 
gests that store employee cues are likely to influence inter- 
personal service quality perceptions (Baker 1987). The 
number and appearance of employees in a retail setting are 
tangible signals of service quality (Parasuraman, Zeithaml, 
and Berry 1988). Recent research also suggests that 
employee—customer interactions affect consumers’ assess- 
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ments of service quality (Hartline and Ferrell 1996). There- 
fore, cues of positive interactions between customers and 
employees, such as acknowledging customers as they enter 
the store, also may influence interpersonal service quality 
perceptions. We predict that 

Hg: As customers’ perceptions of store employee cues 


become more favorable, customers will perceive interper- 
sonal service quality to be higher. 


Store employee cues are expected to have a positive 
influence on merchandise quality perceptions. Two studies 
that include descriptions of store employees as part of the 
overall store scenario find a positive influence of store envi- 
ronment on merchandise quality perceptions. Gardner and 
Siomkos (1985) depict salespeople as either sloppily 
dressed, nasty, and uncooperative or sophisticated, friendly, 
and cooperative. Akhter, Andrews, and Durvasula (1994) 
describe store employees in terms of their friendliness and 
knowledge. Therefore, 


H>: As customers’ perceptions of store employee cues 
become more favorable, customers will perceive mer- 
chandise quality to be higher. 


Store ambient (music) cues. Research suggests that 
music that is perceived as favorable may influence con- 
sumers’ perceptions of the time spent waiting (e.g., Chebat, 
Gelinas-Chebat, and Filiatrault 1993; Hui, Dubé, and 
Chebat 1997) and thus should reduce consumers’ percep- 
tions of time/effort costs.2 Therefore, we hypothesize that 


H3a: As customers’ perceptions of store music cues become 
more favorable, customers will perceive time/effort costs 
to be lower. 


Ambient elements also have been associated with affec- 
tive reactions (e.g., Donovan and Rossiter 1982; Greenland 
and McGoldrick 1994; Wakefield and Baker 1998), which 
consumers may experience as psychic costs in a retailing 
context. Some studies have demonstrated empirically that 
music influences affective responses in general (e.g., Hui, 
Dubé, and Chebat 1997) and can alleviate stress in subjects 
who are forced to wait (Stratton 1992). However, there is a 
lack of research on the effects of music on psychic costs in 
retail settings. To address this void and on the basis of the 
aforementioned studies, we propose that 


Ha As customers’ perceptions of store music cues become more 
favorable, customers will perceive psychic costs to be lower. 


Invoking adaptation-level theory and using the same 
logic we used to develop Hie and Hx, we further hypothe- 
size that 


H3: As customers’ perceptions of store music cues become 
more favorable, customers will perceive monetary prices 
to be higher. 


Ambient cues also may influence customers' percep- 
tions of interpersonal service quality. Several researchers 


2The perceived favorableness of music depends on both the 
pleasantness of the music and the extent to which the music is per- 
ceived as appropriate for the context in which it is played (MacIn- 
nis and Park 1991). Both these aspects were captured by our mea- 
sure of perceived favorableness of store music. 
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have advanced conceptual arguments in support of a link 
between service quality and store environment perceptions 
as a whole (Baker 1987; Bitner 1992; Greenland and 
McGoldrick 1994; Kotler 1973). However, no empirical 
study has examined the specific relationship between in- 
store music cues and perceived interpersonal service quality. 
To test whether such a relationship exists, we propose that 


H34: As customers’ perceptions of store music cues become 
more favorable, customers will perceive interpersonal ser- 
vice quality to be higher. 


In an observational study, shoppers purchased more 
expensive (inferred higher quality) wine when classical 
music was played in a wine store than when Top-40 music 
was played (Areni and Kim 1993). Furthermore, previous 
research supports a link between music cues and merchan- 
dise quality. One study (Gardner and Siomkos 1985) 
describes the ambient environment as having either no 
soothing background music or soothing mood music playing 
in the background, and another (Akhter, Andrews, and Dur- 
vasula 1994) describes it in terms of the pleasantness of the 
music. On the basis of this evidence, we predict that 


Ha As customers’ perceptions of store music cues become 
more favorable, customers will perceive merchandise 
quality to be higher. 


Determinants of Merchandise Value 


Based on Zeithaml’s (1988) work, our model proposes that 
store patronage intentions are a function of merchandise 
value, interpersonal service quality, and shopping experi- 
ence cost perceptions. Extensive prior research suggests a 
positive relationship between perceptions of product quality 
and value (Dodds, Monroe, and Grewal 1991; Grewal et al. 
1998; Sirohi, McLaughlin, and Wittink 1998). Extending 


, this finding to retail settings, we expect that 


H4: The higher consumers’ merchandise quality perceptions, 
the higher their perceptions of merchandise value will be. 


Previous studies examining the impact of monetary price 
on value (e.g., Dodds, Monroe, and Grewal 1991; Grewal et 
al. 1998; Sirohi, McLaughlin, and Wittink 1998) consistently 
suggest a negative linkage; that is, the higher the price per- 
ceptions, the lower are the product value perceptions. Prior 
research primarily has examined the effects of manipulated 
price levels, whereas we focus on the effects of merchandise 
price levels that consumers infer entirely from store environ- 
ment cues (i.e., when no price information is provided). Nev- 
ertheless, we anticipate a similar negative link between per- 
ceived monetary price and value in our study. Therefore, 


Hs,: The higher consumers’ monetary price perceptions, the 
lower their perceptions of merchandise value will be. 


The relationship between shopping experience costs and 
merchandise value remains largely untested. Prior research 
suggests that consumers incur time/effort costs during the 
purchase process (Bender 1964; Zeithaml 1988) and that 
they place a premium on their time (Marmorstein, Grewal, 
and Fishe 1992). Moreover, "every product has a 'time 
price' that is implicitly included [in consumers' evalua- 
tions]" (Schary 1971, p. 54). Therefore, 


Hy: The higher consumers’ time/effort cost perceptions, the 
lower their perceptions of merchandise value will be. 


Using similar logic and consistent with Zeithaml's 
(1988) model, if consumers are frustrated or annoyed with 
the in-store experience, they may develop a feeling of "giv- 
ing up more than I am getting," which may be transferred to 
the merchandise itself. Thus, negative emotions in the form 
of psychic costs may decrease perceived merchandise value. 
As such, we predict that 


Hs; The higher consumers’ psychic cost perceptions, the 
lower their perceptions of merchandise value will be. 


Determinants of Store Patronage 


Although research consistently has shown that the effects of 
product quality on behavior are largely mediated by value 
perceptions (Dodds, Monroe, and Grewal 1991), previous 
studies have found a direct link between service quality and 
patronage intentions (e.g., Sirohi, McLaughlin, and Wittink 
1998; Zeithaml, Berry, and Parasuraman 1996). Therefore, 
Hg: The higher consumers' interpersonal service quality per- 
ceptions, the higher their store patronage intentions will be. 


Perceived product value is regarded as the primary dri- 
ver of purchase intentions and behavior (Zeithaml 1988). 
Our research focuses on the broader concept of store patron- 
age intentions, which includes the likelihood of both intend- 
ing to shop at the store and recommending it to others (see 
Dodds, Monroe, and Grewal 1991; Zeithaml, Berry, and 
Parasuraman 1996). Consistent with prior research, we 
expect a positive link between perceived merchandise value 
and store patronage intentions. 


Hç: The higher consumers' merchandise value perceptions, the 
higher their store patronage intentions will be. 


Although Zeithaml’s (1988) model predicts that the 
influence of time/effort and psychic costs will operate solely 
through merchandise value, some prior research also sug- 
gests that there are direct effects of these costs on store 
patronage intentions. The poverty-of-time literature (e.g., 
Berry and Cooper 1992), the crowding literature (e.g., 
Eroglu and Harrell 1986; Hui and Bateson 1991), and stud- 
ies on consumer responses to waiting (e.g., Hui, Dubé, and 
Chebat 1997; Taylor 1994) all suggest that if consumers 
believe they will spend too much time in a store, they may 
avoid even entering the store without first processing infor- 
mation about the merchandise value or interpersonal service 
quality. Thus, 

Hg,: The higher consumers’ perceived time/effort costs, the 

lower their store patronage intentions will be. 


Similarly, there may be a direct link between psychic 
costs and store patronage intentions. Such a link is consis- 
tent with the association between affective reactions and 
behavioral response posited by Mehrabian and Russell 
(1974) and supported by marketing studies (e.g., Baker, Gre- 
wal, and Levy 1992; Donovan et al. 1994; Hui and Bateson 
1991; Wakefield and Baker 1998). We therefore predict that 


Hg: The higher consumers’ perceived psychic costs, the lower 
their store patronage intentions will be. 


Method 


To test the conceptual model, we used videotapes to simu- 
late a store environment experience. This approach has 
proved effective for environmental representation (e.g., 
Bateson and Hui 1992; Chebat, Gelinas-Chebat, and Filia- 
trault 1993; Voss, Parasuraman, and Grewal 1998). The store 
in the videotape was a card-and-gift store located in a large, 
southwestern U.S. city. Subjects viewed a five-minute 
videotape that visually “walked” them through the store 
environment, simulating a shopping or browsing experience. 
They then completed a questionnaire that contained items to 
measure the model constructs. 

We conducted one study to test the model shown in Fig- 
ure 1 and a second study to examine the robustness of the 
results. In Study 1, the subjects were 297 undergraduate stu- 
dents at a large, south western U.S. university. In Study 2, the 
subjects were 169 undergraduate students at a southeastern 
U.S. university. The majority of the students were business 
majors who ranged in age from 20 to 25 years. Shopping in 
a card-and-gift store is within the realm of experience for the 
student samples used in both studies; 9896 of the subjects 
indicated that they had shopped in a card-and-gift store. 


Experimental Deslgn and Stimuli 


To create variation in the environmental stimuli, we pro- 
duced eight videotaped store scenarios representing low and 
high levels of design, social, and ambient components in a 
2 x 2 X 2 between-subjects research design. The store we 
videotaped was being remodeled, which enabled us to 
implement the design manipulations (consisting of changes 
in color, display accent trim, layout, and general organiza- 
tion of the merchandise) within the same store space. We 
produced videotapes before the remodeling to represent the 
low design condition (beige/white color, no Bold accent 
trim, grid layout, and messy displays) and then after the 
remodeling to represent the high design condition (peach/ 
green color, gold accent trim, free-form layout, and orga- 
nized displays). We also manipulated store employee cues 
during the videotaping sessions. The high social level fea- 
tured three salespeople wearing professional-looking 
aprons, one of them greeting “customers” (respondents) as 
they visually entered the store. The low social level featured 
just one salesperson who did not wear an apron and did not 
greet customers. Type of music, which is relatively easy and 
inexpensive to change from a retailer’s standpoint, repre- 
sented the ambient dimension in our study. We manipulated 
it by dubbing onto the finished videotapes either classical 
music (high level) or Top-40 music (low level).3 Both music 





3Five types of music—classical, Top-40, country-and-western, 
oldies, and easy listening—were pretested. The respondents (157 
upper-level undergraduate business students) listened to all five 
selections and used seven-point scales to rate the likelihood that 
each selection would be heard at high- and low-image stores. The 
five selections then were rank ordered from highest to lowest on 
the basis of the mean ratings. The classical selection ranked as the 
music most associated with the high-image store. The Top-40 
selection was the second lowest ranked music but was chosen 
because this type of music was deemed more likely to be used by 
a card-and-gift store than was country-and-western music, which 
was the lowest ranked music. 
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selections had a slow tempo to avoid any possible tempo 
effect. Although the ambient dimension includes elements 
other than music (e.g., scent, temperature), we could not 
vary those elements in the videotaped scenarios. 

To identify specific environmental attributes to be 
included in the videotaped scenarios, we invoked insights 
from the marketing and retailing literature and conducted 
two focus groups (one student and one nonstudent) to elicit 
what consumers considered high and low levels of each 
dimension. Manipulation checks indicated that the treatment 
manipulations had the intended effect on the three measured 
factors (i.e., perceived store design cues, store employee 
cues, and store music cues). 


Measures 


We used multi-item scales to measure the model constructs 
(Table 2 contains the scale items). Literature from environ- 
mental psychology (e.g., Mehrabian and Russell 1974; Rus- 
sell and Pratt 1981), retailing (e.g., Donovan and Rossiter 
1982), and marketing (e.g., Bitner 1990; Gardner and 
Siomkos 1985) provided the basis for the store environment 
perception and psychic cost scales. We derived scale items 
for the other constructs from the price, quality, and value lit- 
erature. Time/effort cost items were based on Zeithaml’s 
(1988) conceptualization of nonmonetary price and adapted 
from Dodds, Monroe, and Grewal's (1991) scales. We devel- 
oped monetary price measures from items suggested by 
Dodds, Monroe, and Grewal (1991) and Zeithaml (1984). 
We adapted the four interpersonal service quality items from 
the SERVQUAL scale (Parasuraman, Zeithaml, and Berry 
1988). We measured merchandise quality, merchandise 
value, and store patronage intentions with scales developed 
by Dodds, Monroe, and Grewal (1991). We pretested the 
questionnaire several times and refined it on the basis of the 
pretest results.5 





4To ensure that the manipulations produced the intended effects, 
we conducted manipulation checks in a pretest and again in the 
main study. [n the high store employee level, the salesperson was 
perceived as significantly more friendly and helpful than in the low 
level (pretest means = 5.52 versus 4.12, p < .05 [one-sided]; main 
study means = 5.25 versus 4.01, p < .01). The high design level was 
perceived to be more attractive and pleasing than was the low level 
(pretest means = 5.55 versus 5.16, p < .05; main study means = 
5.61 versus 5.35, p < .05). Finally, subjects perceived the classical 
music as creating a more positive ambience than the Top-40 music 
(pretest means = 5.58 versus 3.64, p < .01; main study means = 
5.42 versus 3.85, p < .01). Thus, the three experimentally manipu- 
lated variables created the desired variation. 

The purpose of the experimental manipulations in our study 
was to create sufficient variation in perceived environmental con- 
ditions. To estimate the paths in our structural model (Figure 1), we 
pooled the scaled responses across treatments. However, to ensure 
that such pooling was justifiable, one reviewer suggested that we 
conduct analyses of variance to examine if there were any signifi- 
cant interaction effects. We assessed the impact of all two-way and 
three-way treatment interactions on each of the seven endogenous 
variables across the two studies—a total of 56 interaction tests. The 
results indicated that only 5 of the 56 interaction effects were sig- 
nificant at the p < .05 level; moreover, none of the interaction 
effects was significant in both studies. These results suggest that 
any interaction effect among the endogenous variables was 


negligible. 
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Following Anderson and Gerbing (1988), we conducted 
confirmatory factor analysis to assess the reliability and 
validity of the multi-item scales for the ten model constructs 
(Table 2). Although the chi-square (x2) value for the mea- 
surement model was significant for both data sets (p < .01), 
this statistic is sensitive to sample size and model complex- 
ity; as such, the goodness-of-fit index (GFT), nonnormed fit 
index (NNFI), and comparative fit index (CFI) are more 
appropriate for assessing model fit here (e.g., Bagozzi and 
Yi 1988; Bearden, Sharma, and Teel 1982). 

For Study 1, the GFI (.89), NNFI (.94), and CFI (.95) 
indicate satisfactory model fit. Furthermore, all the individ- 
ual scales exceeded the recommended minimum standards 
proposed by Bagozzi and Yi (1988) in terms of construct 
reliability (i.e., greater than .60) and percentage of variance 
extracted by the latent construct (greater than .50). Although 
the measurement model fit the Study 2 data somewhat less 
well, the construct reliability scores again exceeded .60, and 
the percentage of variance extracted by the latent construct 
exceeded .50 for all scales except the merchandise value 
perception scale. 

Next, we assessed whether the measurement model sat- 
isfied three conditions that demonstrate discriminant valid- 
ity: (1) For each pair of constructs, the squared correlation 
between the two constructs is less than the variance 
extracted for each construct; (2) the confidence interval for 
each pairwise correlation estimate (i.e., +/— two standard 
errors) does not include the value of 1; and (3) for every pair 
of factors, the X? value for a measurement model that con- 
strains their correlation to equal 1 is significantly greater 
than the x2 value for the model that does not impose such a 
constraint. Collectively, these conditions represent 360 indi- 
vidual tests of discriminant validity. Of these 360 tests, only 
1 suggested that two of our constructs might not be distinct; 
namely, the squared correlation between perceived mer- 
chandise value and store patronage intentions for the Study 
2 data exceeded the variance extracted for the perceived 
merchandise value construct. On the basis of these results, 
we conclude that our scales measure ten distinct constructs. 
Construct correlation estimates, along with standard errors 
for both data sets, are provided in Table 3.6 


Analysis and Results 


The purpose of Study 1 was to examine how well the pro- 
posed conceptual model (Figure 1) fit the data and to 
explore improvements to the model. The purpose of Study 2 
was to evaluate the robustness of the Study | results by (1) 
reestimating the model suggested by the Study ! sample to 
determine if the same relationships held for a new sample 
and (2) statistically comparing the parameter estimates from 
the two samples to ascertain whether there were significant 
differences. 


— o ——Ó—— 

6The pairwise correlations presented in Table 3 indicate that the 
magnitude of correlation for the closely related constructs of time/ 
effort cost perceptions and psychic cost perceptions ranges from 
.39—.47, which implies that the shared variance between this pair of 
constructs 1s in the range of 15%—22%. We believe that this is a rel- 
atively low degree of overlap, likely due to the perceptions sharing 
a "common cause”: They are all triggered by the same set of store 
environment cues. 


TABLE 2 
Measurement Model Results for Study 1 and Study 2 


Study 1 Study 2 
Mean Mean 


Lambda Construct Varlance (Standard Lambda Construct Variance (Standard 
Items Loadings Reliability Extracted Deviation) Loadings Reliability Extracted Deviation) 
— I —_ - . — ey Extracted Deviation) 


Design Perceptions .76 .52 5.53 .82 .61 5.77 
Pleasing color scheme 75 (1.04) .84 (1.08) 
Attractive facilities 74 .81 
Organized merchandise .66 DÉI 

Employee Perceptions .89 .73 4.62 .92 .80 4.13 
Well-dressed employees .73 (1.44) .81 (1.83) 
Friendly employees .94 .97 
Helpful employees 88 91 

Music Perceptions .90 .75 4.63 .87 .70 4.99 
Pleasant music .95 (1.77) .96 (1.65) 
Appropriate music .84 DO 
Bothersome music .79 73 

Time/Effort Cost 
Perceptions .76 .52 3.25 .78 .55 3.17 
Shopping effort .65 (1.23) .67 (1.28) 
Time sacrifice 77 .78 
Search effort 73 Kei 

Psychic Cost Perceptions .79 .56 1.66 .86 .67 1.68 
Unpleasant atmosphere .76 (.77) .81 (-90) 
Displeasing atmosphere .79 .85 
Uncomfortable atmosphere .69 .79 

Monetary Price Perceptions .70 .54 4.37 .68 .52 4.73 
Expensive gifts .84 (1.19) .78 (1.29) 
Too much money .61 .66 

Interpersonal Service 

Quality Perceptions .85 .58 4.98 .80 51 5.31 
Treated well .71 (1.10) .66 (1.03) 
Personal attention 77 .75 
High-quality service .78 .81 
Prompt service .78 .62 

Merchandise Quality : 

Perceptions .73 .58 4.89 .77 .63 5.21 
High-quality gifts .78 (1.01) 75 (1.13) 
High workmanship .74 .83 

Merchandise Value 

Perceptions .75 .50 3.82 .64 38 4.13 
Fair gift prices 74 (.94) .66 (.93) 
Good value .67 .49 
Economical gifts .71 .67 

Store Patronage Intentions .88 .71 4.94 .84 .64 5.09 
Willing to recommend .81 (1.22) .81 (1.15) 
Willing to buy .87 .83 
Shopping likelihood .84 .76 

Fit Statistics 
x? with 332 d.f. 549.5 627.4 
GFI .89 .81 
NNFI .94 .86 
CFI .95 .89 
Standardized root mean 


square residual .05 .07 


creme 

Notes: In the questionnalre, the ordering of items was randomized. The psychic cost perceptions items were measured on a six-point scale that 
indicated how accurately each adjective described the environment ("extremely accurate" to "extremely inaccurate"). All other items were 
measured on seven-point scales anchored by "strongly agree" and "strongly disagree." 
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TABLE 3 
Construct Correlations (and Standard Errors) for Study 1 and Study 2 


1. Design perceptions 39 28 -—31 -63 32 .66 .58 .15 .55 
(07) er GEN (09) Ka (09) ton SE (07) 
2. Employee perceptions A0 š —_. _. =. š . e š 
(.06) (08) (09) (08) (09) (07) (09) (09) (08) 
3. Music perceptions .30 Ka -13  —41 .00 24 .18 .09 .29 
(06) (.06) (09) (07) (10) (08) (09) (10) (08) 
4. Time/effort cost perceptions —43 -—15 —H16 .39 140 -24 —14 -13 -—32 
(07) (07) (07) (08) (10) (09) (10) (11)  (.09) 
5. Psychic cost perceptions —68 —23  —31 47 08 -38 —29 —17 -.54 
(05) (06) (06) (06) (10) (08) (09) (10) (07) 
6. Monetary price perceptions 22 .08  —10 25  —04 .25 53 —56 —.09 
(07 (07) (07) (07 (08) (10) (09) (09) (10) 
7. Interpersonal service quality perceptions .57 55 28 -—20 -—40 16 62 .31 .56 
(05) (05 (06) (07) (09) (.07) (07) (10) (07 
8. Merchandise quality perceptions .63 .29 24 -—14 -39 .50 .58 .07 .63 
(0) (07) (07) (08) (07) (07)  (.00) (11) (07) 
9. Merchandise value perceptions .18 Ka 27 —23 —23 -—.T64 23 .13 71 
(07) (07 (07) (07) (07) (06) (07) (08) (.07) 
10. Store patronage intentions .57 .24 30 -49 -54 -.02 47 42 47 
(05) (06) (06) (06) (05 (07) (05) (06) (06) 


eo A 
Notes: Study 1 construct correlations (and standard errors) appear below the diagonal; Study 2 construct correlations (and standard errors) 


appear above the diagonal. 


Study 1: Evaluating the Proposed Model 


We tested the hypothesized relationships using maximum- 
likelihood simultaneous estimation procedures (LISREL- 
VIII; Jóreskog and Sórbom 1996). Consistent with MacKen- 
zie and Lutz's (1989) recommendations, we represented 
each latent construct with a single index that we calculated 
by averaging the item scores on the construct's scale. We 
established the scale of measurement for each construct by 
fixing its loading (lambda) to be the square root of its relia- 
bility, and we incorporated potential measurement error into 
each scale by setting the error term at one minus the con- 
struct reliability. Because there was a variety of measure- 
ment scales for the different constructs, we used a correla- 
tion matrix as the input. 

We first evaluated the proposed model by estimating the 
standardized path coefficients for the hypothesized links in 
Figure 1. The column labeled "Proposed Model" in Table 4 
presents these coefficients. The X2 value for this model was 
significant (p < DI, but the GFIs indicated satisfactory fit. 
Of the 23 proposed relationships, 14 were statistically 
significant. 

We then constrained the 9 nonsignificant paths to zero 
and reestimated the structural model. The results are sum- 
marized in the "Revised Model" column of Table 4. The 14 
remaining paths were statistically significant. Although the 
y2 value for the revised model was somewhat higher, any 
corresponding decrease in fit compared with the original 
model was not significant (X2 difference = 9.2, 9 degrees of 
freedom [d.f.], p > .10). Moreover, the other fit indices were 
virtually the same as those for the original model. 

The results from Study 1 suggest eliminating three sets 
of paths: (1) from employee cue perceptions to time/effort 
cost perceptions, psychic cost perceptions, monetary price 
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perceptions, and merchandise quality perceptions; (2) from 
music cue perceptions to time/effort cost perceptions, inter- 
personal service quality perceptions, and merchandise qual- 
ity perceptions; and (3) from time/effort and psychic cost 
perceptions to merchandise value perceptions. Figure 2 
shows the revised model after deleting these paths. 


Study 2: Replicating the Revised Model 


We used Study 2 to examine the robustness of the model in 
Figure 2. The revised model fit the data from Study 2 well. 
The "Replication Analysis" column of Table 4 contains the 
fit statistics. Of the 14 paths that were statistically signifi- 
cant in Study 1, 12 were also significant in Study 2. The 
paths from music cue perceptions to monetary price percep- 
tions and from time/effort cost perceptions to store patron- 
age intentions were nonsignificant. 

We then assessed whether the strength of the relation- 
ships observed in the two studies was statistically different 
by testing the equivalence of the parameter estimates across 
samples using multigroup analysis (Jóreskog and Sórbom 
1996). First, we estimated the revised model by constraining 
all parameters to equality across the two samples (see the 
“Multisample Analysis” column in Table 4). This analysis 
produced an overall x? value of 142.0 (with 80 d.f.). Second, 
allowing a single parameter estimate to vary freely between 
the two samples, we estimated a second x2 (with 79 d.f.) and 
evaluated the X? difference (with 1 d.f.). A significant x? dif- 
ference implies a significant difference in the strength of the 
corresponding link across the two samples. We conducted 
14 such tests. Of the 14 links examined, the strength of only 
1 differed significantly between the two samples; namely, 
the relationship between merchandise value perceptions and 
store patronage intentions was much stronger in the replica- 
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FIGURE 2 
A Revised Model of the Prepurchase Process of Assessing a Retail Outlet on the Basis of Environmental 
Perceptions 









Shopping Experience Costs 





Store 
patronage 
intentions 


Standardrzed structural coefficients for Study 
1 and Study 2 are reported for each path. 


Indicates a fully supported structural path 
Indicates a partially supported structural path. 
Indicates a correlational path. 













tion analysis. Thus, the relationships in the revised model 
appear to be robust across the two studies.” 


Exploring the Predictive Validity of the Revised 
Model 


Because our study represents one of the first attempts to test 
empirically a comprehensive retail patronage model, we 
were interested in examining the predictive validity of the 
revised model and exploring the relative contribution of the 
predictor variables in explaining variations in the two key 
criterion variables: perceived merchandise value and store 
patronage intentions. To examine these issues, we used the 





TWe also explored the possibility that demographic differences 
across the two samples might explain the different findings across 
samples. Sample 2 was significantly older and contained a higher 
percentage of women. Because previous research has suggested 
that women perceive environmental cues differently than men, we 
split the combined samples on the basis of sex and reexamined the 
structural relationships for both groups. This analysis did not indi- 
cate that men and women reacted in a significantly different 
manner. 
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multisample analysis mentioned previously. We summarize 
the results in Table 5. 

As Table 5 shows, the model explained a high percent- 
age of the variation in perceived merchandise value (68%), 
and its most important predictor was monetary price 
perceptions (—91). Other significant predictors of value 
included merchandise quality perceptions, which had a 
direct, positive effect (.64); design cue perceptions, which 
had an indirect, positive effect (.16); and music cue percep- 
tions, which had an indirect, positive effect (.17). 

The model also explained a high percentage of the vari- 
ation in store patronage intentions (54%), and all predictor 
variables had significant direct or indirect effects. As might 
be expected, merchandise value perceptions had the 
strongest direct effect (.37), but psychic cost perceptions 
also had a strong direct effect (—31), time/effort cost per- 
ceptions had a significant direct effect (-.17), and interper- 
sonal service quality had a significant direct effect (.23). 
Perceptions of store environment (especially design cue per- 
ceptions), merchandise quality perceptions, and monetary 
price perceptions all had significant indirect effects on store 
patronage intentions. 


TABLE 5 
Examining Indirect, Direct, and Total Effects of Predictor Variables on Merchandise Value Perceptions and 


Store Patronage Intentions 
eee 








Merchandise Value Perceptions Store Patronage Intentions 

Indirect Direct Total Indirect Direct Total 

Predictor Variables Effect Effect Effect Effect Effect Effect 
Design perceptions .16 .16 .43 .43 
(2.80) (2.80) (10.46) (10.46) 

Employee perceptions .07 .07 
(3.82) (3.82) 
Music perceptions AE 17 .11 .11 
(3.37) (3.37) (4.34) (4.34) 
Monetary price perceptions —.91 —.91 ~.34 —.34 
(711.26) (711.26) (76.77) (76.77) 
Merchandise quality perceptions .64 .64 .24 .24 
(8.69) (8.69) (5.99) (5.99) 
Interpersonal service 

quality perceptions .23 .23 
(4.58) (4.58) 

Time/effort cost perceptions —.17 —.17 
(—3.21) (—3.21) 

Psychic cost perceptions —.31 —.31 
(-5.68) (—5.68) 

Merchandise value perceptions 37 37 
(7.85) (7.85) 

Squared multiple correlation .68 .54 


Notes: Standardized path estimates are reported with t-values in parentheses. All path estimates are significant at p < .01. 


Discussion and Implications 


Important linkages among store environment cues, store 
choice criteria, and store patronage intentions have been 
investigated on a piecemeal basis, if at all, in previous con- 
ceptual and empirical studies (see Table 1). As such, our 
conceptual model (Figure 1) contributes to the extant litera- 
ture by offering an integrative synthesis of insights from pre- 
vious studies, as well as from the theories invoked in posit- 
ing the relationships in the model. In addition, to our 
knowledge, our research is the first attempt to examine 
empirically a comprehensive store patronage model. Our 
research is also the first to examine empirically the effects of 
shopping experience costs Oe, time/effort and psychic 
costs) on merchandise value and patronage intentions. 
Although time/effort and psychic costs have been proposed 
as determinants of perceived value (e.g., Zeithaml 1988), 
they have not been operationalized, nor have their effects 
been assessed empirically in a retailing context. 

By simultaneously varying three sets of store environ- 
ment cues in videotaped scenarios and assessing their indi- 
vidual impacts on respondents’ store choice criteria, our 
research provides some insight into the differential effects of 
the cues, something that heretofore has not been investi- 
gated. However, because the findings from our study do not 
support some of the hypothesized links, our inferences about 
the relative effects of store environment cues are necessarily 
preliminary. Nevertheless, the lack of support for some of 
the links, along with some surprising findings (e.g., the find- 
ing that the effects of shopping experience costs on patron- 


age intentions are not mediated through perceived merchan- 
dise value perceptions), raises intriguing issues that pertain 
to the cognitive/behavioral processes that may underlie the 
empirical results and the boundary conditions for the 
observed effects. We identify and discuss these issues in the 
following sections. 


Limitations 


As is usually the case with studies conducted in simulated 
environments, our research has some shortcomings. Video- 
taped scenarios, though more experiential and realistic than 
written scenarios (the type of stimuli used in many studies), 
are not capable of representing the full range of environ- 
mental attributes, especially in the ambient dimension. 
Because of this technological limitation, the stimuli in our 
study captured a wider range of attributes in the design 
dimension than in the social or ambient dimensions. There- 
fore, a potential explanation for the strong design effects 
observed in our study is that the nature of the shopping 
experience simulated by the videotaped scenarios might 
have caused respondents to pay less attention to the employ- 
ees and music than they would have during an actual shop- 
ping trip. However, our manipulation checks (summarized 
in n. 4) reveal that all three manipulations produced signifi- 
cant differences and that the differences produced by the 
employee and music manipulations are more pronounced. 
Therefore, the relatively strong design cue effects seem 
unlikely to have been triggered by an experimental artifact. 
Nevertheless, additional research using videotaped scenar- 
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ios should incorporate more facets of the social dimension 
(e.g., presence of other customers, crowding, waiting lines) 
and ambient dimension (e.g., music tempo, noise levels) to 
produce stimuli that are more balanced across the three store 
environment dimensions. In case respondents deliberately 
look for cues because they know they are reacting to a sim- 
ulated environment, a balanced scenario will offer similar 
opportunities for the various cues to be noticed. 

Different store scenarios incorporating greater cue vari- 
ety also will help address other issues, such as whether the 
number and types of customers in a store influence the 
respondents’ (i.e, potential customers’) perceptions. In 
addition, will the absence of social (employee) cue effects 
on time/effort and psychic cost perceptions (revealed in 
Table 4) hold when customer crowding is varied along with 
number of salespeople? In other words, will having many 
easily recognizable salespeople in a store have a more pro- 
nounced effect on shopping experience costs when the store 
is crowded than when it is not, as was the case in our 
research? 

Another limitation of our research is that two of the ten 
constructs in our model (monetary price and merchandise 
quality) were measured with two-item scales. Although both 
scales have acceptable construct reliabilities in Studies 1 and 
2 (Table 2), their reliabilities are generally lower than for the 
other constructs. 


Theoretical and Research Implications 


As the results in Table 4 and Figure 2 show, design cues 
have a stronger and more pervasive influence on customer 
perceptions of the various store choice criteria than do store 
employee and music cues. As we argued in the preceding 
section, this influence is unlikely to have been due solely to 
the content of the videotaped scenarios. Bettman (1979) 
suggests that in external search for information, consumers 
may allocate different amounts of processing capacity (i.e., 
attention) to various stimuli. Given that design cues are 
visual whereas ambient cues tend to affect the subconscious 
(Baker 1987), it is possible that subjects in our study paid 
more conscious attention to design cues than to music cues. 
Moreover, prior research on memory has found that because 
pictures have a superior ability to evoke mental imagery, 
they are more easily remembered than verbal information 
(e.g., Lutz and Lutz 1978; Paivio 1969). Although this 
stream of research focuses on pictures versus verbal stimuli 
(e.g., written words), it suggests that design cues in a store 
environment may evoke more vivid mental images than do 
music cues. The dominance of design cues over employee 
cues may have occurred because subjects experienced the 
latter only during the initial minute of the videotaped sce- 
nario as they entered the store and started browsing. Never- 
theless, given that store environments typically contain more 
design cues than employee cues, consumers in such envi- 
ronments might expetience these cues in a manner similar to 
the way our study subjects experienced them. 

In addition to the respondents' cognitive processes in 
interpreting the store scenarios, contextual factors (e.g., type 
of store, product category) may offer alternative explana- 
tions for the findings. We explore these possibilities and 
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offer directions for further research as we discuss the key 
results pertaining to each of the endogenous constructs. 


Shopping experience costs. As hypothesized, design cue 
perceptions have a significant, negative effect on time/effort 
and psychic cost perceptions in both studies. Moreover, this 
effect is consistently stronger for the psychic cost compo- 
nent than for the time/effort cost component (e.g., the struc- 
tural coefficients for the two components in the multisample 
analysis, as shown in the last column of Table 4, are ~.62 
and —.40, respectively). Thus, although design aspects influ- 
ence perceived shopping speed and efficiency, they have an 
even stronger impact on the perceived stress involved in 
shopping, which is an important finding worthy of further 
research. 

Employee cue perceptions have no impact on either 
time/effort or psychic costs. Our rationale for hypothesizing 
these effects (H5, and Ha) was based solely on limited con- 
ceptual work (see Table 1). Therefore, our research is an 
inaugural attempt to examine these hypotheses empirically. 
However, because the lack of support for them was consis- 
tent across two studies and because the manipulation checks 
showed that the employee cue manipulations produced the 
intended effects (n. 4), purchasing context is a plausible 
explanation for this finding. In other words, consumers may 
possess various schemas for different types of retail stores 
and/or product categories that moderate the strength of the 
hypothesized links. Questions such as the following can 
help structure research that attempts to exarnine the general- 
izability of this finding and boundary conditions for it: Is the 
apparent lack of impact of employee cues on shopping expe- 
rience costs limited to stores that are typically self-service, 
as the store was in our study? Is the impact likely to vary 
across different categories of retail establishments (e.g., 
restaurants, supermarkets, jewelry stores, discount outlets) 
and different types of merchandise (e.g., food, groceries, 
luxury products, durable goods)? 

Music cue perceptions have a consistent but modest neg- 
ative effect on perceived psychic costs. This finding coin- 
cides with that of the only previous empirical study pertain- 
ing to this hypothesized effect (Stratton 1992). Music cues 
did not have a significant impact on perceived time/effort 
costs, contrary to what we posited on the basis of past stud- 
ies (which, as Table 1 shows, all have been conceptual). ‘Our 
conceptual rationale for suggesting relationships between 
music cue perceptions and the two types of shopping expe- 
rience costs was basically the same; namely, favorable 
music perceptions would alleviate both types of costs. This 
rationale requires rethinking in light of the differential 
effects revealed by the simultaneous empirical examination 
of music’s impact on time/effort and psychic costs. Many 
prior marketing studies have found that music has an affec- 
tive influence on consumers (e.g., Bruner 1990), but few 
have examined the cognitive effects of music. In our study, 
psychic costs were more affective in nature than were time/ 
effort costs. Several time-perception studies have found cog- 
nitive effects of music in terms of time duration estimation 
(e.g., Kellaris and Mantel 1994). However, in these studies, 
respondents were asked to estimate actual time duration 
after being exposed to pieces of music rather than to infer in- 


store time/effort costs on the basis of music cues. Therefore, 
why music cues might have a differential impact on the two 
types of costs (and, in a broader sense, why music cues 
might have different influences on affective and cognitive 
responses) and whether the nature of that impact might vary 
across different purchasing contexts remain important issues 
for further research. 


Monetary price. Findings from both studies offer sup- 
port for the hypothesized positive effect of store design per- 
ceptions on perceived monetary price (i.e., a high image 
store design leads to correspondingly high expected prices). 
However, our results show no significant effect of employee 
cues in either study. The effect of music cues is significant 
in Study ! but not in Study 2. As discussed in footnote 6, this 
difference is unlikely to have been caused by demographic 
differences between the two study samples. Moreover, the 
effect in Study 1 is negative, contrary to the hypothesized 
direction. Because both studies used the same study context, 
the presence of the unexpected negative effect in Study 1 but 
not Study 2 suggests that the effect observed in Study 1 may 
be spurious; that is, similar to the effect of employee cues, 
in reality the effect of music on monetary price perceptions 
may be negligible rather than negative. 

In developing our hypotheses, we invoked adaptation- 
level theory (Helson 1964) to argue that customers would 
use the overall store environment as a frame of reference to 
make predictions about prices; in other words, more favor- 
able (i.e., higher image) perceptions of all three types of 
environmental cues (design, employees, and music) would 
lead customers to expect higher monetary prices. No empir- 
ical studies pertaining to any of these posited links were 
available. Our study fills this empirical void and suggests a 
need for more theoretical work to understand the differential 
effects of the various cues. The findings suggest that the pre- 
dicted positive relationship holds only for visual, design- 
related cues. Why it might not apply to other types of cues 
and whether and how product or store contexts might influ- 
ence it require additional research. 

Merchandise quality. Design cue perceptions are the 
only significant antecedents of merchandise quality percep- 
tions, and their impact is consistently strong across studies. 
We did not find that employee and music perceptions 
affected merchandise quality perceptions, though two previ- 
Ous empirical studies find such links (Akhter, Andrews, and 
Durvasula 1994; Gardner and Siomkos 1985). A key 
methodological difference between those studies and the 
current research is that their stimuli included only two 
descriptive scenarios—high image and low image—in 
which employee and music cues were provided through 
written descriptions. In contrast, our research used eight 
videotaped scenarios in which all three types of cues were 
manipulated. Therefore, a plausible explanation for the dif- 
ferences in the results is that the respondents in the preced- 
ing two studies may have paid more explicit attention to the 
written descriptions of the employees and music, thereby 
accentuating their impact. Moreover, the written descrip- 
tions in some cases used wording that was extreme and/or 
leading (e.g., "sloppily dressed, nasty, and uncooperative" 
salespeople versus "sophisticated, friendly, and cooperative" 


salespeople). In our videotaped scenarios, the employee and 
music cues were part of a more realistic overall store envi- 
ronment. À contribution of our research, and one of its 
strengths compared with previous studies, is the examina- 
tion of consumers' reactions to multiple store environment 
cues presented simultaneously in as realistic a simulated 
environment as was allowed by the videotaping technology 
we used. As such, the differential effects our results reveal 
augment the extant literature and call for additional research 
to understand the differences better. 


Interpersonal service quality. Our research focused on 
just the interpersonal component of service quality. As 
hypothesized, employee and design cues significantly affect 
interpersonal service quality perceptions, but music cues 
have no significant impact on them. Whereas one previous 
study shows a positive link between perceptions of music 
and overall store service (Chebat 1997), our findings sug- 
gest that perceptions of the interpersonal component of cus- 
tomer service are independent of music perceptions. A plau- 
sible explanation for these findings, previously discussed, is 
that when customers process auditory and visual cues to pre- 
dict the level of personal service they are likely to receive, 
the visual cues projected by a store's design and employees 
dominate. An area for further inquiry is the identification of 
circumstances or contexts in which auditory cues may con- 
vey information to customers about interpersonal service 
quality. 

Merchandise value. Our empirical findings regarding the 
determinants of perceived merchandise value are consistent 
with the general notion that customers infer value by trading 
off what they give up relative to what they are likely to get 
(e.g., Zeithaml 1988). However, our results offer additional 
and somewhat surprising insights about merchandise value 
perception formation in a retailing context. Specifically, of 
the four hypothesized drivers of perceived merchandise 
value—time/effort costs, psychic costs, merchandise qual- 
ity, and monetary price—only the last two are significant. 
The finding that neither time/effort nor psychic costs influ- 
ences perceived merchandise value runs counter to the com- 
monly held belief that both monetary and nonmonetary 
price are integral to the "give" component of perceived 
value. Contrary to what the extant literature (e.g., Zeithaml 
1988) suggests, when customers assess merchandise value 
before purchase in a retailing context, they apparently do not 
integrate monetary price and time/effort and psychic costs in 
inferring what they must give up. Rather, their value assess- 
ments seem to rest solely on the trade-off between monetary 
price and merchandise quality. 

Because this inference challenges conventional knowl- 
edge about the cognitive processes that customers use in 
perceiving value, researching its robustness should be a high 
priority. Woodruff (1997) offers theoretical arguments to 
propose that value is a dynamic construct whose content and 
evaluative criteria change as customers gain experience. 
Consistent with this dynamic notion of value and based on 
our findings, one useful avenue for further research is to 
examine empirically value perceptions at different stages of 
the purchase process. By the very nature of the scenarios 
and measures we used, all perceptual data collected in this 
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research pertained to potential customers” prepurchase eval- 
uations. Will similar findings emerge in postpurchase con- 
texts? That is, will customers’ actual purchase or use expe- 
rience make psychic and time/effort costs more salient when 
customers take stock of the overall value they received? If 
so, are they more likely to integrate monetary and nonmon- 
etary prices in postpurchase contexts? Will psychic and 
time/effort costs still have a direct impact on patronage 
intentions, or will their impact be mediated by perceived 
value? A related question worth investigating is how much 
more consumers are willing to pay to avoid the time/effort 
and psychic costs associated with longer waits due to insuf- 
ficient staff and/or poorly designed stores. Answers to these 
questions will enrich our understanding of perceived value 
formation. 

Our results also suggest that perceived monetary price, 
relative to merchandise quality, has a substantially stronger 
influence on perceived merchandise value, even though the 
videotaped scenarios contained no price information. Is this 
finding unique to gifts purchased in a card-and-gift store 
(Le, small-ticket items bought from relatively small stores 
to be given to someone else), or does it extend to other mer- 
chandise and store types (e.g., a luxury item for personal use 
purchased from a large specialty store)? Evidence suggest- 
ing that perceived monetary price's dominant role tran- 
scends merchandise and store types would call into question 
the conventional wisdom and popular belief that superior 
merchandise quality can offset any erosion in perceived 
value caused by high prices. More research is needed to 
develop a clearer understanding of store environment’s 
influence on potential customers’ monetary price percep- 
tions and the role of these perceptions on perceived value 
formation. 


Store patronage intentions. All four hypothesized 
antecedents of store patronage intentions—interpersonal 
service quality, merchandise value, time/effort costs, and 
psychic costs—significantly influence patronage intentions, 
as was shown by the multisample analysis results; perceived 
merchandise value and psychic costs are particularly strong 
determinants of patronage intentions. However, there are a 
couple of notable differences between the two studies. In the 
replication study, the impact of time/effort costs is consider- 
ably weaker, and the impact of merchandise value is consid- 
erably stronger. As explained in footnote 6, demographic 
differences between the two samples probably cannot 
explain these results. Differences in relevant respondent 
attributes that are not measured in our research might 
account for the between-sample differences in the strengths 
of the effects of time/effort costs and merchandise value. 
This possibility calls for research aimed at identifying such 
attributes and examining whether customer segments 
defined by those attributes react differently to the same store 
environment cues. 

Finally, the insights from this research are based on per- 
ceptual and intention measures provided by respondents 
after they finished viewing the videotaped scenarios. Further 
research could supplement these measures with more quali- 
tative methodologies, such as having respondents generate 
verbal protocols as they experience the store scenarios. 
Additional insights from such interpretive research might 
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provide a richer understanding of the process by which store 
environment cues influence customers. For example, which 
cues do customers notice first? Which cues are noticed most 
often? What interpretations do customers attach to specific 
cues, and do those interpretations vary across customers? 


Managerial Implications 


As implied by our discussion in the preceding sections, our 
research both offers new and significant insights and empha- 
sizes the need for continuing research to examine the gener- 
alizability of our findings and enhance our understanding of 
the impact of store environment cues on store choice crite- 
ria and patronage intentions. Therefore, any recommenda- 
tions for retailing practice based on our findings should be 
viewed more as food for thought than as a definitive pre- 
scription. With that caveat in mind, managers can benefit by 
considering the following practical implications that stem 
from our research. 

The significant and consistent influence of design cues on 
shopping experience costs, especially psychic costs (see the 
first two rows of Table 4), underscores the need for retailers to 
give careful consideration to store design features (e.g., store 
layout, arrangement of merchandise). These features have 
great potential to influence would-be shoppers’ psychic costs 
and therefore their shopping experience and store patronage 
behavior. As Table 5 shows, among the various direct and indi- 
rect determinants of patronage intentions, design cues have the 
strongest influence, with total effect of .43. Creating a superior 
in-store shopping experience is critical and could provide an 
effective competitive weapon for bricks-and-mortar retailers 
that face growing competition from Internet-based e-tailers 
offering similar merchandise at the same (or lower) prices. 

Although our research focuses on bricks-and-mortar 
stores, the nature and strength of the findings suggest that 
we can extend some of their implications to e-stores as well. 
Specifically, according to our findings pertaining to design 
factors and because design is the dominant (if not only) 
environmental component e-shoppers experience, it seems 
reasonable to speculate that the design of e-stores (e.g., 
appearance and layout of home pages) may affect e- 
shoppers’ perceived psychic costs significantly and thus 
their propensity to shop at those stores. 

Store design features also influence monetary price per- 
ceptions. However, this effect is relatively small (structural 
coefficient of .24 in the multisample analysis) compared 
with the negative effect that design cue perceptions have on 
time/effort (-.40) and psychic (—.62) costs or with the posi- 
tive effect that design cue perceptions have on interpersonal 
service quality (.49) and merchandise quality (.59) percep- 
tions. This finding implies that retailers offering a high- 
image design may be perceived as offering high quality and 
value, even though monetary prices are perceived as high. 

Of the two key drivers of merchandise value—monetary 
price and merchandise quality—the former is consistently 
the dominant driver, having a structural coefficient of —91 
compared with a coefficient of .64 for merchandise quality. 
Moreover, as Table 5 shows, perceived monetary price has 
the strongest total effect on perceived merchandise value 
among all direct and indirect antecedents. Thus, although 
merchandise quality inferences triggered by store environ- 


ment cues strongly influence perceived value, perceptions of 
monetary price stemming from those cues have an even 
stronger impact. This differential effect suggests that retail- 
ers attempting to attract customers by presenting a high- 
class image through their store environment cues should 
consider using explicit communication strategies to counter- 
act the disproportionately high decrease in perceived mer- 
chandise value that might result from customers’ inference 
of high monetary prices. 

Finally, although customers’ perceptions of time/effort 
and psychic costs apparently do not influence how they 


assess merchandise value, these shopping experience costs 
directly and strongly influence store patronage intentions. 
This result has an important implication for retailers: When 
store environment cues trigger high shopping experience 
costs, potential customers may avoid the store altogether 
without weighing those costs against the potential benefits 
(i.e., high merchandise quality and/or low monetary prices). 
As such, incorporating store design features that signal a 
low-stress shopping environment should be a top priority for 
retailers striving to attract new customers. 


— 
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1. THE MARKETING ENVIRONMENT 


1.1 Consumer Behavior 
See also 50, 78, 79, 80, 86, 91, 97, 98, 116, 120, 124, 126, 130, 
160, 161, 162, 163, 166, 177, 178, 179, 183, 186, 193, 197, 198, 
205, 206, 207, 215, 216, 220, 235 


Let's Hear It for the Boys. Mary Harvey, American Demograph- 
ics, 22 (August 2000), pp. 30-33. [Magazines, Target markets, 
Market potentials, Adolescent males, [ncomes, Expenditures, 
Interests, Statistical data.] 1 


Sleepless in America, Mary Harvey, American Demographics, 22 
(July 2000), pp. 9-10. [Discussion, Impacts, Drowsiness, Age 
groups, Watching TV, Going online, Getting more work done, 
Quality of work, Midday naps, Statistical data.] 2 


Tiger Would-Be's. David J. Lipke, American Demographics, 22 
(August 2000), pp. 50—51. [ Trends, Golf participation, Age groups, 
Household incomes, Lifestyles, Geographic areas, Advertisers, 
Market strategy, Statistical data.] 3 


For Richer and For Poorer. Joan Raymond and Robbie Woliver, 
American Demographics, 22 (July 2000), pp. 58-64. [Married 
couples, Income, Organizing finances, Impacts, Women, Buying 
power, Financial services, Market strategy, Age groups, Statistical 
data.] 4 


Happy Trails: America's Affinity for the Great Outdoors. Joan 
Raymond, American Demographics, 22 (August 2000), pp. 52-58. 
[Outdoor leisure activity, Market potentials, Families, Age groups, 
Income levels, Market strategy, Services, Providing information 
and education, Examples.] 5 


The End of Leisure? Alison Stein Wellner, American Demo- 
graphics, 22 (July 2000), pp. 50-54, 56. [Internet access at work, 
Impacts, Employee morale, Vacations, Business travel with family 
members, Hiring older workers, Statistical data.] 6 


Is Customer Loyalty a Pernicious Myth? Craig Douglas Henry, 
Business Horizons, 43 (July/August 2000), pp. 13-16. [Reasons 
for returning to same product or supplier, Nonloyal retention 
(monopoly, switching costs, risk aversion), Brand names, Compe- 
tition, Reciprocity, Examples.] 


Socializing Children About Television: Àn Intergenerational 
Study. Les Carlson, Russell N. Laczniak, and Ann Walsh, Journal 
of the Academy of Marketing Science, 29 (Summer 2001), pp. 
276-88. [Literature review; Hypotheses; Study involving 
mother-child dyads; Mothers' perceptions of responsibilities vary; 
Children's perceptions of mothers' verbal interactions about TV 
and coviewing along with opinions, monitoring, and controlling of 
television similarly vary across parental styles.] 8 


Journal of Marketing 
Vol. 64 (April 2002), 142—155 


The Accuracy of Brand and Attribute Judgments: The Role of 
Information Relevancy, Product Experience, and Attribute- 
Relationship Schemata. Kevin Mason, Thomas Jensen, Scot Bur- 
ton, and Dave Roach, Journal of the Academy of Marketing Sci- 
ence, 29 (Summer 2001), pp. 307-17. [Literature review, Model 
presentation, Hypotheses, Data collection (consumer ratings of 
brand attribute performance levels compared with more objective 
measures), Statistical analysis.] 9 


The Impact of Corporate Credibility and Celebrity Credibility 
on Consumer Reaction to Advertisements and Brands. Ronald 
E. Goldsmith, Barbara A. Lafferty, and Stephen J. Newell, Journal 
of Advertising, 29 (Fall 2000), pp. 43—54. [Literature review; Four 
models; Hypotheses; Variables; Corporate honesty, and expertise; 
Endorser attractiveness, honesty, and experience; Attitude toward 
ad and brand; Purchase intentions; Interactions; Statistical analy- 
sis; Implications.] 10 


The Relationship Between Values and Appeals in Israeli Adver- 
tising: A Smallest Space Analysis. Amir Hetsroni, Journal of 
Advertising, 29 (Fall 2000), pp. 55—68. [Literature review, TV ads, 
Characteristics, Values-appeal structure, Rational appeal with 
functional values, Emotional appeal with hedonistic values, Emo- 
tional appeal with altruistic values, Assessment, Implications.] 11 


Segmentation Based on Affinity for Advertising. Edith G. Smit 
and Peter C. Neiens, Journal of Advertising Research, 40 
(July/August 2000), pp. 35-43. [Literature review, Consumer sur- 
vey, Attitudes, Television, Radio, Newspapers, Magazines, Dimen- 
sions (irritation, information, entertainment), Affinity clusters, 
Watching and avoiding, Reading and skipping, Statistical analysis, 
Managerial implications, The Netherlands.] 12 


Moderators of the Brand Image/Perceived Product Quality 
Relationship. Lester W. Johnson, Geoffrey N. Soutar, and Jillian 
C. Sweeney, Journal of Brand Management (UK), 7 (August 
2000), pp. 425-33. [Model testing, Consumer survey, Impacts, 
Lack of familiarity, Perceived risk, Difficulty of evaluation, Pur- 
chase and product involvement, Perceived risk, Statistical analysis, 
Managerial implications, Australia.] 13 


The Effects of Moderating Variables on Maker-Loyalty Taxon- 
omy Based on Automobile Repurchase Intention. Joo-Ho Kim, 
Journal of Brand Management (UK), 8 (September 2000), pp. 
24-38. [Model presentation, Hypotheses, Survey of new car dri- 
vers, Classification (loyals, latent loyals, spurious loyals, nonloy- 
als), Impacts, Situation and image variables, Statistical analysis, 
Implications, Korea.] 14 


The Effects of Experience with Brand Extensions on Parent 
Brand Knowledge. Daniel A. Sheinin, Journal of Business 
Research, 49 (July 2000), pp. 47—55. [Literature review; Hypothe- 
ses; Experiment; After experience with a brand extension, con- 
sumers changed their beliefs about and attitude toward unfamiliar 
parent brands more than with familiar parent brands; Managerial 
implications.] 15 


“P’ Seek Pleasures and “We” Avoid Pains: The Role of Self- 
Regulatory Goals in Information Processing and Persuasion. 
Jennifer L. Aaker and Angela Y. Lee, Journal of Consumer 
Research, 28 (June 2001), pp. 33-49. [Theoretical discussion, 
Hypotheses, Four experiments, Impacts, Individuals with accessi- 
ble independent as opposed to interdependent self-views, Promo- 
tion- versus prevention-focused information, Statistical analysis.] 

16 


Sometimes It Just Feels Right: The Differential Weighting of 
Affect-Consistent and Affect-Inconsistent Product Informa- 
tion. Rashmi Adaval, Journal of Consumer Research, 28 (June 
2001), pp. 1-17. [Theoretical discussion, Hypotheses, Four exper- 
1ments, Impacts, Affect-confirmation process, Hedonic criteria, 
Statistical analysis, Implications for consumer information pro- 
cessing and decisions.] 17 


Examination of Psychological Processes Underlying Resistance 
to Persuasion. Rohini Ahluwalia, Journal of Consumer Research, 
27 (September 2000), pp. 217-32. [Literature review, Hypotheses, 
Longitudinal field study and lab experiment, Resistance modes 
(biased assimilation, relative weighting of attributes, minimization 
of impact), Easy and difficult to refute information, Statistical 
analysis.] 18 


Knowledge Calibration: What Consumers Know and What 
They Think They Know. Joseph W. Alba and J. Wesley Hutchin- 
son, Journal of Consumer Research, 27 (September 2000), pp. 
123-56. [Discussion; Methods and models; Review of empirical 
results indicating that high levels of calibration are achieved rarely, 
moderate levels that include some degree of systematic bias are the 
norm, and confidence and accuracy are sometimes completely 
uncorrelated; Assessment.] 19 


Controlling the Information Flow: Effects on Consumers’ 
Decision Making and Preferences. Dan Ariely, Journal of Con- 
sumer Research, 27 (September 2000), pp. 233-48. [Literature 
review, Model testing, Hypotheses, Five experiments, Impacts, 
Consumers' decision quality, Memory, Knowledge, Confidence, 
Demand on processing resources, Consumers' ability to utilize 
information, Application, Electronic commerce.] 20 


Consumer Self-Confidence: Refinements in Conceptualization 
and Measurement. William O. Bearden, David M. Hardesty, and 
Randall L. Rose, Journal of Consumer Research, 28 (June 2001), 
pp. 121—34. [Literature review, Seven studies, Six-factor correlated 
model, Dimensions (information acquisition, consideration-set for- 
mation, personal outcomes, social outcomes, persuasion knowl- 
edge, marketplace interfaces), Effects, Psychometric properties, 
Discriminant and construct validity, Statistical analysis.] 21 


The Costs and Benefits of Consuming. Mihaly Csikszentmihalyi, 
Journal of Consumer Research, 27 (September 2000), pp. 267—72. 
[Discussion; Experiential rewards; To evaluate the impact of con- 
suming, it is necessary to measure the entropy costs of the behav- 
ior balanced against the psychic benefits it provides.] 22 


Consumer Response to Stockouts. Gavan J. Fitzsimons, Journal 
of Consumer Research, 27 (September 2000), pp. 249-66. [Litera- 
ture review, Hypotheses, Four laboratory experiments, Decision 
processes, Store switching, Effect of a stockout on the difficulty of 
making a choice from the consideration set, Degree of personal 
commitment to the out-of-stock alternative, Statistical analysis.] 

23 


The Role of Sensory-Specific Satiety in Attribute-Level Variety 
Seeking. J. Jeffrey Inman, Journal of Consumer Research, 28 
(June 2001), pp. 105-20. [Theoretical discussion, Three studies, 
Sensory (flavor) versus nonsensory (brand) attributes, Consumers 
switched more intensively on flavor, Effects, Preference hetero- 
geneity, Perceived risk, Statistical analysis.] 24 


Effects of Brand Logo Complexity, Repetition, and Spacing on 
Processing Fluency and Judgment. Chris Janiszewski and Tom 
Meyvis, Journal of Consumer Research, 28 (June 2001), pp. 
18-32. [Literature review, Model development, Hypotheses, Four 
experiments, Comparisons, Two-factor and dual-process theories, 
How people process and respond to repeated presentations of the 
same information, Statistical analysis.] 25 


Utopian Enterprise: Articulating the Meanings of Star Trek’s 
Culture of Consumption. Robert V. Kozinets, Journal of Con- 
sumer Research, 28 (June 2001), pp. 67-88. [Theoretical discus- 
sion; Model presentation; Interviews with fans; Stigma, social sit- 
uation, need for legitimacy; Effects; Consumption as religious or 
mythic; Affinities and consumption practices; Assessment; Impli- 
cations.] 26 


Persistent Preferences for Product Attributes: The Effects of 
the Initial Choice Context and Uninformative Experience. A.V. 
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Muthukrishnan and Frank R. Kardes, Journal of Consumer 
Research, 28 (June 2001), pp. 89—104. [Theoretical discussion, 
Four experiments, Experiences, Ambiguity via nonoverlapping sets 
of attributes, Negatively correlated attributes, Salience of irrelevant 
attribute, Comparison referent (inferior or superior), Comparative 
deliberation, Statistical analysis, Implications.] 27 


Older Consumers’ Disposition of Special Possessions. Linda L. 
Price, Eric J. Arnould, and Carolyn Folkman Curasi, Journal of 
Consumer Research, 27 (September 2000), pp. 179-201. (Litera- 
ture review, Personal interviews, Disposition decision, Precipitat- 
ing events (awareness of finitude, complex bundling, caretakers of 
special obyects), Emotions, Special possession meanings, Tactics 
for disposition (who, when, how), Assessment.] 28 


The Impact of Anticipating Satisfaction on Consumer Choice. 
Baba Shiv and Joel Huber, Journal of Consumer Research, 27 
(September 2000), pp. 202-16. [Literature review, Three experi- 
ments, Decision making, Shifts, Expressed and revealed prefer- 
ences, Mental-imaging processing strategy, Thought protocols, 
Statistical analysis, Implications.] 29 


The Influence of Task Complexity on Consumer Choice: A 
Latent Class Model of Decision Strategy Switching. Joffre Swait 
and Wiktor Adamowicz, Journal of Consumer Research, 28 (June 
2001), pp. 135-48. [Literature review, Experiment, Decision strat- 
egy selection, Model reflects changing aggregate preferences as 
choice complexity changes and as task progresses, Statistical 
analysis, Implications.] 30 


Communicating the Consequences of Early Detection: The 
Role of Evidence and Framing. Dena Cox and Anthony D. Cox, 
Journal of Marketing, 65 (July 2001), pp. 91-103. [Discussion, 
Hypotheses, Experiment and depth interviews, Impacts, Anecdotal 
versus Statistical messages, Behavior types as a moderator of fram- 
ing, Potential for boomerang effects, Mediation analysis.] 31 


Social Dimensions of Consumer Distinctiveness: The Influence 
of Social Status on Group Identity and Advertising Persuasion. 
Sonya A. Grier and Rohit Deshpandé, Journal of Marketing 
Research, 38 (May 2001), pp. 216-24. [Literature review, Model 
proposal, Hypotheses, Data collection, Numeric and social status 
distinctiveness, Ethnic salience, Spokesperson ethnicity, Statistical 
analysis, South Africa.] 32 


The Effects of Incomplete Information on Consumer Choice. 
Ran Kivetz and [tamar Simonson, Journal of Marketing Research, 
37 (November 2000), pp. 427-48. [Literature review, Hypotheses, 
Series of studies, Written explanations, Think aloud, Options, Pref- 
erences, Common and unique attributes, Process measures, 
Impacts, Subsequent tastes and purchase decisions, Statistical 
analysis, Theoretical and practical implications.] 33 


In Search of Negative Consumer Feedback: The Effect of 
Expecting to Evaluate on Satisfaction Evaluations. Chezy Ofir 
and Itamar Simonson, Journal of Marketing Research, 38 (May 
2001), pp. 170-82. [Literature review, Series of field and labora- 
tory studies related to services, Expecting to evaluate leads to less 
favorable quality and satisfaction evaluations and reduces cus- 
tomers' willingness to purchase and recommend, Impacts, Nega- 
tivity enhancement, Role expectation, Vigilant processing, Statisti- 
cal analysis, Implications.] 34 


The Effects of Analyzing Reasons for Brand Preferences: Dis- 
ruption or Reinforcement? Jaideep Sengupta and Gavan J. Fitzsi- 
mons, Journal of Marketing Research, 37 (August 2000), pp. 
318—30. (Literature review, Hypotheses, Three experiments, Atti- 
tudes, Behavior, Persistence, Timing of reasons, Accountability, 
Statistical analysis, Implications ] 35 


Remote Purchase Environments: The Influence of Return Pol- 
icy Leniency on Two-Stage Decision Processes. Stacy L. Wood, 
Journal of Marketing Research, 38 (May 2001), pp. 157—69. [Lit- 
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erature review, Catalog sales and e-commerce, Hypotheses, Three 
experiments, Decisions to order and to keep or return the item, 
Endowment effect, Product ownership depends more on perception 
than possession, Implications.] 36 


Ensuring Greater Satisfaction by Engineering Salesperson 
Response to Customer Emotions. Kalyani Menon and Laurette 
Dube, Journal of Retailing, 76 (Fall 2000), pp. 285-307. [Litera- 
ture review, Data collection (negative and positive emotion experi- 
ences in retail outlets), Observed salesperson response that posi- 
tively disconfirms customers' normative expectations will lead to 
greater customer satisfaction, Statistical analysis.] 37 


The Moderating Role of Target-Arousal on the Impact of 
Affect on Satisfaction—An Examination in the Context of Ser- 
vice Experiences. Jochen Wirtz, Anna S. Mattila, and Rachel L.P. 
Tan, Journal of Retailing, 76 (Fall 2000), pp. 347-65. [Literature 
review, Hypotheses, Experiment, Traditional pleasure-arousal 
interaction might be-limited to high target arousal situations, Opti- 
mal arousal, Effects, Satisfaction arousal in low target arousal envi- 
ronments, Statistical analysts, Managerial implications.] 38 


Why Susceptibility to Interpersonal Influence Ought to Be 
Used to Segment Consumer Markets. Denver D’Rozano and 
James J. Hunt, Journal of Segmentation ın Marketing, 4 (No. 2, 
2001), pp. 87-103. {Literature review, Data collection (Anglo-, 
Chinese-, African-, Hispanic-Americans),; Impacts; Utilitarian, 
value-expressive, and informational influences; Statistical analysis; 
Managerial implications.] 39 


Life Transition as a Basis for Segmentation. Cathy Goodwin and 
James W. Gentry, Journal of Segmentation in Marketing, 4 (No. 1, 
2000), pp. 71—83. [Literature review, Lifestyles, Social roles, Iden- 
tity, Market strategy, Services, Assessment. ] 40 


Gift-Giving Behavior of Grandmothers. Tammy Kinley and 
Linda Sivils, Journal of Segmentation in Marketing, 4 (No. 1, 
2000), pp. 53—70. [Literature review, Survey, Attitudes, Apparel, 
Shopping preferences, Preferred retail formats, Shopping con- 
straints, Garment characteristics, Use of reference sources, Statis- 
tical analysis.] 41 


Kid Pleasers to Service Lovers: Singapore's Five Segments of 
Fast-Food Patronage. William R. Swinyard and Ah-Keng Kau, 
Journal of Segmentation in Marketing, 4 (No. 1, 2000), pp. 5-26. 
[Literature review, Intercept interviews, Attributes, Meal types, 
Atmosphere and service, Speed and convenience, Kid centered- 
ness, Food variety, Good value, Perceptions of chain performance, 
Statistical analysis.] 42 


1.2 Legal, Political, and Economic Issues 
See also 48, 117 


Management and the EEOC. Gerald E. Calvasina, Richard V. 
Calvasina, and Eugene J. Calvasina, Business Horuons, 43 
(July/August 2000), pp. 3-7. [Equal Employment Opportunity 
Commission, Court decisions, Processing discrimination charges 
(categonzing the claim, investigation, issuance of a Notice of Right 
to Sue), Litigation statistics, Enforcement efforts, Assessment.] 43 


Intellectual Property in Computer Programs. Elliott Turner 
Nalley, Business Horizons, 43 (July/August 2000), pp. 43-51. 
[Networked personal computers, Court decisions, Copyright law, 
Policy considerations, Computer program registration and licens- 
ing, Concerns, Unauthorized use, Interface with patent protection, 
Assessment.] 44 


Workers' Compensation and Respondeat Superior Liability 
Legal Cases Involving Salespersons’ Misuse of Alcohol. Judith 
Spain and Rosemary Ramsey, Journal of Personal Selling and 
Sales Management, 20 (Fall 2000), pp. 263-69. [Discussion, Court 
decisions, Impacts, Salesperson travel including use of a home 
office, Condoning of alcohol use by corporations, Use of a com- 
pany car, Corporate policy issues, Assessment. ] 45 


Online Commerce and the Law. John Murray Jr., Purchasing, 
129 (July 13, 2000), pp. 66, 70, 73. [Electronic data interchange, 
Value added networks, Trading partner agreements, Proposed leg- 
islation recognizing electronic transactions, Uniform Electronic 
Transactions Act, Federal statutes, Software licenses, Copyright, 
Domain names, Assessment.] 46 


Retailers See Risks in Latest Push for On-line Privacy Protec- 
tions. Susan Reda, Stores, 82 (September 2000), pp. 75-76, 78. 
[FTC is seeking legislation, Fair information practices (notice, 
choice, access, security), Court decisions, Retailers may not be 
able to sell personal data about customers, Assessment.] 47 


1.3 Ethics and Social Responsibility 
See also 43, 129, 238 


The ADA and the Mentally Disabled: What Must Firms Do? 
Robert H. Schwartz, Frederick R. Post, and Jack L. Simonetti, 
Business Horizons, 43 (July/August 2000), pp. 52-58. [Americans 
with Disabilities Act, Forces (political, social, economic), Guid- 
ance (clarifications), Applications, Survey of human resource man- 
agers, Recommendations. ] 48 


Are Some Comparative Nutrition Claims Misleading? The 
Role of Nutrition Knowledge, Ad Claim Type and Disclosure 
Conditions. J. Craig Andrews, Scot Burton, and Richard G. Nete- 
meyer, Journal of Advertising, 29 (Fall 2000), pp. 29-42. [Litera- 
ture review, Hypotheses, Expenment, Misleading generalizations 
are found for both specific and general nutrient content claims, Sta- 
tistical analysis, Implications.] 49 


Does Doing Good Always Lead to Doing Better? Consumer 
Reactions to Corporate Social Responsibility. Sankar Sen and 
C.B. Bhattacharya, Journal of Marketing Research, 38 (May 
2001), pp. 225-43. [Literature review, Hypotheses, Two studies, 
Purchase intentions, Impacts, Company- and individual-specific 
factors, Corporate social responsibility record, Support, Domain, 
Corporate ability beliefs, Product quality, Congruence, Interac- 
tions, Statistical analysis.] 50 


An Empirical Investigation of Locus of Control and the Struc- 
ture of Moral Reasoning: Examining the Ethical Decision- 
Making Processes of Sales Managers. John Cherry and John 
Fraedrich, Journal of Personal Selling and Sales Management, 20 
(Summer 2000), pp. 173-88. [Literature review, Model presenta- 
tion, Hypotheses, Survey of sales managers, Comparisons, Internal 
versus external managers, Deontological and teleological evalua- 
tions, Subjective norm, Ethical judgment, Intention, Interactions, 
Statistical analysis, Managerial implications] 51 


Suppliers Face a New Definition. Brian Milligan, Purchasing, 
129 (August 10, 2000), pp. 57-58, 60-63, 65-66, 68, 70. [Minor- 
ity supplier development, Definition now includes businesses with 
as little as 30% nonwhite ownership, Joint ventures, Needed capi- 
tal, Consolidation of purchases, Impacts, Internet, Assessment. ] 
52 


2. MARKETING FUNCTIONS 


2.1 Management, Planning, and Strategy 
See also 7, 77, 82, 83, 84, 85, 92, 93, 94, 95, 96, 106, 107, 114, 
116, 118, 156, 158, 159, 164, 165, 167, 168, 169, 170, 171, 172, 
173, 174, 175, 177, 179, 180, 181, 182, 184, 185, 187, 194, 199, 
200, 222, 227, 229, 230, 241 


Turning Competitive Advantage into Customer Equity. Ley- 
land F. Pitt, Michael T. Ewing, and Pierre Berthon, Business Hori- 
zons, 43 (September/October 2000), pp. 11-18. [Discussion, 
Process model, Sources (superior skills and resources), Positions 
(low cost, differentiation), Outcomes (customer satisfaction and 
loyalty), Market shares, Word of mouth, Marketing implications.] 

53 


Why Should Anyone Be Led by You? Robert Goffee and Gareth 
Jones, Harvard Business Review, 78 (September/October 2000), 
pp. 62-70. [Discussion, Qualities, Reveal your weaknesses, 
Become a sensor, Practice tough empathy, Dare to be different, 
Examples.] 54 


Having Trouble with Your Strategy? Then Map It. Robert S. 
Kaplan and David P. Norton, Harvard Business Review, 78 (Sep- 
tember/October 2000), pp. 167-76. [Corporate planning, Convert- 
ing assets into desired outcomes, Cause and effect links, Perspec- 
tives (financial, customer, internal process, learning, and growth), 
Example.] 55 


Knowing a Winning Business Idea When You See One. W. Chan 
Kim and Renee Mauborgne, Harvard Business Review, 78 (Sep- 
tember/October 2000), pp. 129—36, 138. [Discussion, Factors, Cre- 
ating exceptional utility, Setting a strategic price, Building a prof- 
itable business model, Impacts, Stakeholders (employees, business 
partners, general public), Examples.] 56 


Dynamic Strategic Thinking. Peter R. Dickson, Paul W. Farris, 
and Willem J.M.I. Verbeke, Journal of the Academy of Marketing 
Science, 29 (Summer 2001), pp. 216-37. [A taxonomy of systemic 
feedback regulanties is presented with applications that demon- 
strate how the taxonomy and proposed soft mapping techniques 
can be used to construct dynamic mental models that help man- 
agers and consultants improve their dynamic strategic thinking and 
the strategic foresight of firms.] 57 


Forecasting Practices in Corporate America. Chaman L. Jain, 
Journal of Business Forecasting, 20 (Summer 2001), PP. 2, 15. 
[Top management support, Placement of the forecasting function, 
Compensation, Models, Software/system, Forecaster's back- 
ground, Forecast error, Measures to improve and revise forecasts, 
Forecast horizon.] 58 


Benchmarking Is More Than Just Numbers. Larry Lapide, 
Journal of Business Forecasting, 20 (Summer 2001), pp. 13-15. 
[Broad operational benchmarking, Best practices, Impacts, Sales 
and operations planning, Demand forecasting (collaborative, mul- 
titiered, causal, consumer-level), Software applications, E-business 
capabilities, Assessment] 59 


Developing Training Plans for the Forecasting Organization. 
Steve Thrift, Journal of Business Forecasting, 19 (Fall 2000), pp. 
12-14. [Defining critical knowledge and skills, Gap analysis and 
development plans, Supporting infrastructure, Success, Guide- 
lines.] 60 


Forecasting in a Dynamic Environment: How to Deal with 
Jumps and Spikes in Data. Frank Wolek, Journal of Business 
Forecasting, 20 (Summer 2001), pp. 19—22. [Discussion, Black- 
box approach, Understanding and handling discontinuities, Promo- 
tions, Media events, Product line redefinition, Reorganizations, 
Success, Guidelines.] 61 


An Analysis of Mental Processes, Behaviors, and Job Satisfac- 
tion of Apparel Product Developers and Traditional Retail 
Buyers. Young-Eun Choi and LuAnn Ricketts Gaskill, Journal of 
Business Research, 49 (July 2000), pp. 15—34. [Literature review, 
Hypotheses, Survey, Attitudes, Job content, Job characteristics, 
Overall satisfaction, Interaction with other departments, Line 
development, Demographic profile, Statistical analysis.] 62 


Perceived Strategic Uncertainty and Environmental Scanning 
Behavior of Hong Kong Chinese Executives. Bahman P. 
Ebrahimi, Journal of Business Research, 49 (July 2000), pp. 
67-77. [Literature review; Hypotheses; Survey; Results indicated a 
higher degree of uncertainty in the competitive, customer, and eco- 
nomic sectors than the political; Task environment was scanned 
more intensely than the remote; Statistical analysis; Managerial 
implications.] 63 
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Influencing R&D/Marketing [ntegration and the Use of Mar- 
ket Information by R&D Managers: Intended and Unintended 
Etfects of Managerial Actions. Elliot Maltz, William E. Souder, 
and Ajith Kumar, Journal of Business Research, 52 (April 2001), 
pp. 69-82. [Literature review, Model presentation, Hypotheses, 
Survey of firms, Direct and indirect effects of top management 
actions on rivalry and conceptual use (cross-functional teams, 
social orientation, customer visits with/without, co-location, struc- 
tural flux), Statistical analysis.] 64 


The Board’s Role: Driver’s Seat or Rubber Stamp? Richard W. 
Oliver, Journal of Business Strategy, 21 (July/August 2000), pp. 
7-9. (Discussion, Key roles of board, Role in strategy, Strategic 
planning, Scenarios (reactive, interactive, inactive, proactive), 
Examples.] 65 


The Effect of Strategy Type on the Market Orientation-Per- 
formance Relationship. Ken Matsuno and John T. Mentzer, Jour- 
nal of Marketing, 64 (October 2000), pp. 1-16. [Literature review, 
Model presentation, Hypotheses, Survey of marketing executives, 
Strategic types (defenders, prospectors, analyzers, reactors), 
Impacts, Market shares, Relative sales growth, Percentage of new 
product sales to total sales, ROI, Statistical analysis, Implications.] 

66 


Opportunism in Interfirm Relationships: Forms, Outcomes, 
and Solutions. Kenneth H. Wathne and Jan B. Heide, Journal of 
Marketing, 64 (October 2000), pp. 36-51. [Original and emergent 
conceptualizations, Conceptual framework of governance strate- 
gies (monitoring, incentives, selection, socialization), Forms of 
opportunism (evasion, refusal to adapt, violation, forced renegotia- 
tion), Case studies.] 67 


_A Multiple-Layer Model of Market-Oriented Organizational 
Culture: Measurement Issues and Performance Outcomes. 
Christian Homburg and Christian Pflesser, Journal of Marketing 
Research, 37 (November 2000), pp. 449-62. [Literature review, 
Model development, Hypotheses, Content analysis, Survey of 
managers, Measurement scales, Impacts, Artifacts, Statistical 
analysis, Managerial implications, Germany.] 68 


A Cost-Benefit Approach to Segment-Based Mass Customiza- 
tion. Pingjun Jiang and Qi Chen, Journal of Segmentation in Mar- 
keting, 4 (No. 2, 2001), pp. 7-23. [Literature review, Model pre- 
sentation, Supply- and demand-side theories, Individual- and 
segment-specific values, Optimal segment size, Assessment, Man- 
agerial implications.] 69 


Shedding the Commodity Mind-Set. John E. Forsyth, Alok 
Gupta, Sudeep Haldar, and Michael V. Mam, McKinsey Quarterly, 
(No. 4, 2000), pp. 78-85. [Needs-based segmentation, Business-to- 
business, Customer perceptions, Assess vulnerability, View cus- 
tomers strategically, Profitability, Competition, Product's service 
attributes, Examples.] 70 


Measuring Performance Takes on New Importance. Susan 
Avery, Purchasing, 129 (August 24, 2000), pp. 123-26. [Supplier 
relations, Systemic methodology (align, prepare, transact, inter- 
act), Contract management plan (resources, responsibilities, sched- 
ule, documentation, change control, acceptance, completion, close- 
out, postcompletion rights and obligations), Examples.] 71 


What's New Here Exactly? James Champy, Sales and Marketing 
Management, (July 2000), pp. 46, 48. [Discussion, Impacts, Eco- 
nomic and technological context of business, Global economies are 
becoming tncreasingly open, Emerging online marketplaces, 
Essentials (costs, customers, consolidation), Examples.] 72 
Is This Guy for Real? Andy Cohen, Sales and Marketing Man- 
agement, (May 2001), pp. 36—40, 42, 44. [Turnaround manage- 
ment, Sports marketing, Media exposure, TV ratings, Ticket sales, 
Aggressive selling, Case study.] 73 
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Can Dot-Coms Grow Up? Erika Rasmusson, Sales and Market- 
ing Management, (August 2000), pp. 72-76, 78, 80. [Personal 
interviews, Executives, Need for leadership on the execution side, 
Opportunities for senior-level sales and marketing managers, 
Processes are rarely well defined, Need for quick decisions, Cor- 
porate culture, Examples.] 74 


Launching an E-Business: A Survival Guide. Erin Strout, Sales 
and Marketing Management, (July 2000), pp. 88-90, 92, 94, 96. 
[Discussion, Implementation, Define e-business, Decide on a strat- 
egy and communicate it, Learn how to talk to IT people, Prepare 
for mistakes, Examples.] 75 


The Multi-channel CEO: What Does It Take to Succeed? Susan 
Reda, Stores, 82 (October 2000), pp. 26, 28, 30, 32. [Discussion, 
Factors, Customer focus, Distinct vision and the ability to execute 
that vision, Able to look at the bigger picture, Inside or outside tal- 
ent, Examples.] 76 


2.2 Retailing 
See also 23, 36, 37, 41, 47, 62, 76, 85, 101, 102, 103, 104, 113, 
120, 121, 127, 163, 178, 232, 233, 234 


Rocket Science Retailing Is Almost Here—Are You Ready? 
Marshall L. Fisher, Ananth Raman, and Anna Sheen McClelland, 
Harvard Business Review, 78 (July/August 2000), pp. 115-24. 
[Survey of retailers, Attitudes, Forecasting, Supply-chain speed, 
Inventory planning, Data accuracy and availability, Costs, Cus- 
tomer satisfaction, Morale, Planning systems, Examples.] TI 


Journal of Business Research, 49 (August 2000), pp. 91-211. [Ten 
articles on retail atmospherics, Value creation, Gaining market 
share, Emotional response to shopping experience, In-store infor- 
mation search strategies, Self-congruity, Retail patronage, Effects , 
of music, Irritating aspects of the shopping environment, Impact of 
ambient scent on brand evaluation, Store environment, Customers’ 
perceptions of salespeople and persuasion, Shopping behavior. ] 
78 


Consumer Store Choice Dynamics: An Analysis of the Com- 
petitive Market Structure for Grocery Stores. Peter T.L. Pop- 
kowski Leszczyc, Ashish Sinha, and Harry J.P. Timmermans, 
Journal of Retailing, 76 (Fall 2000), pp. 323-45. [Literature 
review, Dynamic hazard model, Scanner panel data, Latent struc- 
ture, Store and chain specific, Pricing strategy, Location, Statistical 
analysis, Managerial implications.] 79 


Analysis of Cross Category Dependence in Market Basket 
Selection. Gary J. Russell and Ann Peterson, Journal of Retailing, 
76 (Fall 2000), pp. 367-92. [Literature review, Multivariate logis- 
tic model, Purchase panel data, Category loyalty, Time since last 
purchase, Category price index, Cross-category price elasticities, 
Statistical analysis, Implications, Canada.] 80 


The Price of Loyalty. James Cigliano, Margaret Georgiadis, Dar- 
ren Pleasance, and Susan Whalley, McKinsey Quarterly, (No. 4, 
2000), pp. 68—77. [Discussion, Incentives, Free riders, Slim mar- 
gins versus attractive rewards, Failing to track expenses properly, 
Competing on unequal terms with the virtual world, Success, 
Guidelines.] 81 


From Products to Ecosystems: Retail 2010. Jevin S. Eagle, Eliz- 
abeth E. Joseph, and Elizabeth C. Lempres, McKinsey Quarterly, 
(No. 4, 2000), pp. 108-15. [Business growth; Providing interre- 
lated products, services, and information; Benefits; Examples.] 82 


2.3 Channels of Distribution 
See also 36, 52, 67, 71, 100, 103, 106, 107, 111, 112, 143, 156, 
159, 174, 224 


Out-of-Home Sales for FMCG Companies: An Opportunity or 
a Problem? Melanie Cocks, Journal of Brand Management (UK), 
8 (September 2000), pp. 41—53. [Discussion, Competition, Fast 
moving consumer goods, Changes, Organizational structure, Brand 


management, Depth interviews, Market strategy, Examples, UK.] 
83 


Effects of Supplier Reliability and Benevolence in Business 
Marketing. Fred Selnes and Kjell Gonhaug, Journal of Business 
Research, 49 (September 2000), pp. 259-71. [Model presentation, 
Hypotheses, Survey of business customers, Measures, Reliability, 
Benevolence, Positive and negative affect, Impacts, Satisfaction, 
Behavioral intention, Interactions, Statistical analysis, Managerial 
implications. ] 84 


On the Profitability of Long-Life Customers in a Noncontrac- 
tual Setting: An Empirical Investigation and Implications for 
Marketing. Werner J. Reinartz and V. Kumar, Journal of Market- 
ing, 64 (October 2000), pp. 17-35. [Discussion, Market segments, 
Conceptual model, Propositions, Data collection (catalog retailer), 
Nature of relationship, Profits over time, Costs, Whether higher or 
lower prices are patd, Statistical analysis, Managerial implica- 
tions.] 85 


Expanding to the Internet: Pricing and Communications 
Strategies When Firms Compete on Multiple Channels, Florian 
Zettelmeyer, Journal of Marketing Research, 37 (August 2000), 
pp. 292-308. [Literature review, Model presentation and exten- 
sions, Propositions (mathematical formulation), Conventional ver- 
sus electronic channels, Consumers’ search and purchase decisions 
among firms, Illustrative example, Internet directions and manage- 
rial implications.] 86 


2.4 Electronic Marketing 
See also 6, 20, 36, 46, 74, 75, 86, 111, 113, 115, 122, 129, 158, 
181, 226, 229, 230, 239 


High Frequency. Rebecca Gardyn, American Demographics, 22 
(July 2000), pp. 32-34, 36. (Discussion, Accessible technology, 
Market segments, Internet radio listeners, Consumer expenditures, 
Advertising, Market strategy, Statistical data.] 87 


Exclusively Yours. Elizabeth Hughes, American Demographics, 
22 (July 2000), pp. 41-44. [Online product launches, Industry 
leaders, Lower costs, Higher margins, Building community and 
connecting with customers, Examples.] 88 


Home, Home, on the Net. Joan Raymond, American Demograph- 
ics, 22 (September 2000), pp. 10, 12, 14. [Trends, Online home 
buying, Virtual panoramic tours, Demographic characteristics, 
Impacts, Real estate agents.] 89 


A New Cure for Shoppers Interruptus. Alison Stein Wellner, 
American Demographics, 22 (August 2000), pp. 44-47. [Online 
shopping, Technical failure, Catalog sales, Databases, Costs, Aban- 
doning merchandise, Customer assistance, Examples.] 90 


The Internet’s Next Niche. Alison Stein Wellner, American 
Demographics, 22 (September 2000), pp. 18-19. [Disabled adults; 
Diverse in age, ethnicity, and physical condition; Market poten- 
tals; Income levels; Spend more time logged on; Quality of life 
improvement; Assessment.] 91 


E-Loyalty: Your Secret Weapon on the Web. Frederick E Reich- 
held and Phil Schefter, Harvard Business Review, 78 (July/August 
2000), pp. 105-13. [Business growth, Impacts, Consumer life- 
cycle economics, Acquisition cost per customer, Years to break 
even, Percent who defect before break-even point, Organization, 
Examples.] 92 


The Seven Laws of E-Commerce Strategy. Richard W. Oliver, 
Journal of Business Strategy, 21 (September/October 2000), pp. 
8-10. [Constantly plan and react, Everything is out in the open, 
Think global, Customer now has a say in determining the relation- 
ship, Be able to shift resources and focus at any moment in time, 
Be open to continuous change, Fine-tune strategies reflexively, 
Examples. ] 93 


There’s More to E-Business Than Point and Click. Jerry Savin 
and David Silberg, Journal of Business Strategy, 21 (Septem- 
ber/October 2000), pp. 11-13. [Site design, Appeal, Function, Fear 
about providing too much information over the Net, Combining 
traditional marketing methods with online banner ads, Assuring 
credibility, Guidelines. ] 94 


Some New Thoughts on Conceptualizing Perceived Service 
Quality: A Hierarchical Approach. Michael K. Brady and J. 
Joseph Cronin Jr., Journal of Marketing, 65 (July 2001), pp. 34-49. 
(Literature review, Model development and testing, Hypotheses, 
Organizational-level survey data, Impacts, Motivation, Ability, 
Nature of participation, Statistical analysis, Managerial implica- 
tions.] 95 


An Investigation into the Antecedents of Organizational Par- 
ticipation in Business-to-Business Electronic Markets. Rajdeep 
Grewal, James M. Cromer, and Raj Mehta, Journal of Marketing, 
65 (July 2001), pp. 17-33. [Literature review, Model development 
and testing, Hypotheses, Organizational-level survey data, 
Impacts, Motivation, Ability, Nature of participation, Statistical 
analysis, Managerial implications.] 96 


Internet Recommendation Systems. Asim Ansari, Skander 
Essegaier, and Rajeev Kohli, Journal of Marketing Research, 37 
(August 2000), pp. 363-75. [Discussion, Hierarchical Bayesian 
system, Model comparisons, Customer and product heterogeneity, 
Information sources, Application to movies, Variables (genre, 
expert, demographic), Statistical analysis.] 97 


e-Satisfaction: An Initial Examination. David M. Szymanski and 
Richard T. Hise, Journal of Retailing, 76 (Fall 2000), pp. 309-22. 
[Literature review, Model presentation, Hypotheses, Consumer 
survey, Variables, Convenience, Product offerings, Product infor- 
mation, Site design, Financial security, Statistical analysis, [mpli- 
cations.] 98 


Marketing Lessons from E-Failures. Vittoria Varianini and Diana 
Vaturi, McKinsey Quarterly, (No. 4, 2000), pp. 86-97. [Business 
launch, Customer onentation, Qualitative research, Graphic profil- 
ing, Sequence of activities, Customer expectations, Continuous- 
relationship marketing systems, Media spending, Guidelines.] 99 


Buyers Turn Wary Eyes on Electronic Auctions. Anne Millen 
Porter, Purchasing, 129 (August 24, 2000), pp. 109-10, 112. [Dis- 
cussion, Problems, Too small to command much benefit, Not 
enough time to investigate, Does not fit with methods of dealing 
with suppliers, Damage to long-standing supply relationship, 
Assistance in designing products, Quality, Supply-base shakeouts, 
Examples.] 100 


After Overcoming Their Apprehensions, Mall Owners 
Embrace E-Commerce. Timothy P. Henderson, Stores, 82 (July 
2000), pp. 47-48, 50, 52. (Survey, Online expenditures, Nation- 
wide networks, Virtual stores, Services available to retailers on a 
usage-based cost model, Customized solutions, Examples.] 101 


Customer Service, Brand Management Seen as Key Aspects of 
On-line Fulfillment. Susan Reda, Stores, 82 (October 2000), pp. 
40, 42, 44. [Discussion, Third-party providers, Set up IT infra- 
structure, Order processing, Customer satisfaction, Multimedia 
approach, Example.] 102 


Retailers Migrate to On-line Auction Sites as New Selling 
Channel. Susan Reda, Stores, 82 (September 2000), pp. 140, 142, 
144. [Trends, Building auction capabilities into Web sites, Impacts, 
Moving products, Acquiring customers, Software applications and 
seller services, Customer relationship management, Examples.] 

103 


Web-Based Technologies Power Growing Uses of In-Store 
Kiosks. Tony Seideman, Stores, 82 (July 2000), pp. 62, 64. [Dis- 
cussion, Interactive activities, Extending assortment offered in 
store, Providing information to salespeople, Conducting customer 
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transactions, Providing entertainment and promotional material.] 
104 


2.5 Physical Distribution 
See also 157, 188, 232 


Introducing JIT Manufacturing: It’s Easier Than You Think. 
Luciana Beard and Stephen A. Butler, Business Horizons, 43 
(September/October 2000), pp. 61-64. [Survey of production man- 
agers, Adapting JIT to fit the needs of their companies, General 
manufacturing environment, Inventory and ordering practices, 
Suppliers, Problems, Costs, Assessment. ] 


From Supply Chain to Value Net. David Bovel and Joseph 
Martha, Journal of Business Strategy, 21 (July/August 2000), pp. 
24-28. [Discussion, Solving customer problems, Respond rapidly 
to customer demands, Build a strong brand based on services, 
Build in barriers to competition, Examples, Guidelines. ] 106 


Customer Profitability in a Supply Chain. Rakesh Niraj, Mahen- 
dra Gupta, and Chakravarthi Narasimhan, Journal of Marketing, 65 
(July 2001), pp. 1-16. [Literature Review; Model development, 
comparison, and implementation; Data collection (large distribu- 
tor); Effect of volume, complexity, and efficiency factors on gross 
profit, service costs, and net customer profits; Sensitivity analysis. ] 

107 


Supply Chain Inventory Management and the Value of Shared 
Information. Gerard P. Cachon and Marshall Fisher, Management 
Science, 46 (August 2000), pp. 1032-48. [Literature review, Model 
presentation, Periodic reviews, Traditional and full information 
policies, Simulation-based lower bound costs, Electronic data 
interchange, Numerical study.] 108 


Internet APLs Make Headway into Third-Party Logistics. 
Brian Milligan, Purchasing, 129 (August 10, 2000), pp. 85, 87. 
[Discussion, Application Process Locations, Web sites to take care 
of shipping needs, Asset relationships, Skepticism, Examples.] 

109 


Rail Industry Discovers the Internet. Brian Milligan, Purchas- 
ing, 129 (August 24, 2000), pp. 139-42. [Logistics exchanges, 
Demand forecasting, Tracking and tracing technology, View a large 
customer base, Complaint handling, Examples.] 110 


Transportation Exchanges Must Get Plugged In. Brian Milli- 
gan, Purchasing, 129 (July 13, 2000), pp. 78-79, 82-85, 89, 92. 
[Business-to-business e-commerce, Provides shipment information 
electronically, Must develop complex supply chain activity 
options, Data transmission, Emphasis on rates, Consolidation, 
Examples.] 111 


Transportation Holds Up Its End of JIT Bargain. Brian Milli- 
gan, Purchasing, 129 (September 7, 2000), pp. 75-76, 78, 81-82. 
[Discussion, Inventory reductions, Overnight deliveries, Use of 
Internet, Transportation exchanges, Emergency planning, Regula- 
tion, Examples.] 112 


VICS Seeks Supply Chain Efficlency Through New Standard 
Bill of Lading. Timothy P. Henderson, Stores, 82 (August 2000), 
pp. 111-12. [Voluntary Interindustry Commerce Standards Associ- 
ation, EDI transactions, Mandatory and conditional information, 
Compliance issue, Examples.] 113 


2.6 Pricing 
See also 79, 80, 81, 86, 122, 125, 126, 127, 190 


The Hidden Value in Postmerger Pricing. Michael V. Marn, 
Jamie Moffitt, Dennis D. Swinford, and Craig C. Zawada, McKin- 
sey Quarterly, (No. 4, 2000), pp. 38-45. [Discussion, Aligning 
price with new value, Uncovering accumulated discounts, Using 
price structures to fuel demand, Discovering and adopting better 
pricing practice, Setting intensity of competition, Expectations 
regarding change, Examples.] 114 
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Virtual Pricing. Michael V. Mam, McKinsey Quarterly, (No. 4, 
2000), pp. 128-30. [Pricing on the Internet, Price variations, Trans- 
parency, Examining buying patterns of consumers, Market seg- 
mentation, Incentives, Electronic coupons, Assessment. ] 115 


2.7 Product 
See also 7,9, 13, 15, 17, 24, 25, 27, 35, 41, 62, 70, 80, 83, 88, 102, 
124, 145, 157, 167, 176, 192, 197, 217, 220, 223, 241 


Styling Strategy. Tom Moulson and George Sproles, Business 
Horizons, 43 (September/October 2000), pp. 45-52. [Theories on 
the diffusion of innovative styles, New style acceptance in the auto 
industry, Forecasting models, Profiles, Stages (preintroduction, 
midlife, decline, demise), Market acceptance, Misconceptions, 
Assessment.] 116 


The Reason for the Patent Wars. Timothy J. O' Hearn, Business 
Horizons, 43 (July/August 2000), pp. 33-42. [Technological inno- 
vation, Factors, Appropriability, Involvement of complementary 
assets, Design paradigm, Legal relations and rules, Variations 
among industries and projects, Organizing and measuring the 
process, Examples.] 117 


Futurology of Brand Management. lan Ryder, Journal of Brand 
Management (UK), 8 (September 2000), pp. 13—23. [Trends, Cus- 
tomer relationship management, Total customer experience, 
Demographics, Technology, Knowledge management/intellectual 
asset management, Assessment.] 118 


Does Customer Interaction Enhance New Product Success? 
Kjell E. Gruner and Christian Homburg, Journal of Business 
Research, 49 (July 2000), pp. 1-14. [Literature review, Proposi- 
tions, Field interviews (sample in the machinery industry), Inten- 
sity of interaction, Characteristics of involved customers, Impacts, 
Quality, Development process, Financial, Inexpensiveness of new 
product ownership, Statistical analysis, Managerial implications, 
Germany.] 119 


Reducing Assortment: An Attribute-Based Approach. Peter 
Boatwright and Joseph C. Nunes, Journal of Marketing, 65 (July 
2001), pp. 50-63. [Literature Review, Model presentation, Experi- 
ment, Effects of attribute cuts on sales (brand, share, flavor, brand- 
size), Statistical analysis, Implication ] 120 


Building Store Loyalty Through Store Brands. Marcel Corstjens 
and Rajiv Lal, Journal of Marketing Research, 37 (August 2000), 
pp. 281-91. (Literature review, Model development, Propositions, 
Data collection (retailer- and household-level analysis), Quality 
store brands, Impacts, Store differentiation and profitability, Com- 
plementary role of national brands, Statistical analysis, Europe, 
Canada, U.S.] 121 


2.8 Sales Promotion 
See also 81, 115, 186, 219 


The Problem with Micro-marketing. Chnstopher Preston, Jour- 
nal of Advertising Research, 40 (July/August 2000), pp. 55-58. 
[Discussion, Wasteful advertising, Need for more targeted commu- 
nications, Impacts on primary demand, Internet advertising is 
essentially sales promotion elevated by the use of computer tech- 
nology, Retail point-of-sale promotions are merely targeted price 
promotion.] 122 


Trade Shows, Trade Missions, and State Governments: 
Increasing FDI and High-Tech Exports. Timothy J. Wilkinson 
and Lance Eliot Brouthers, Journal of International Business Stud- 
ies, 31 (Fourth Quarter 2000), pp. 723-34. [Discussion, Two mod- 
els, Hypotheses, Data collection, States with comparatively more 
foreign direct investment (FDI) have greater success in their use of 
trade missions for the purpose of inward FDI attraction and in their 
use of trade shows to promote high-tech exports. ] 123 


A Benefit Congruency Framework of Sales Promotion Effec- 
tiveness. Pierre Chandon, Bnan Wansink, and Gilles Laurent, 


Journal of Marketing, 64 (October 2000), pp. 65-81. [Literature 
review, Monetary and nonmonetary promotions, Hedonic and util- 
itarian consumer benefits, Hypotheses, Measurement and experi- 
mental studies, Impacts, High- and low-equity brands, Compar- 
isons, Multibenefit frameworks, French and U.S. respondents, 
Statistical analysis, Implications. ] 124 


Promotion of Prescription Drugs and Its Impact on Physicians’ 
Choice Behavior. Fusun F. Gonul, Franklin Carter, Elina Petrova, 
and Kannan Srinivasan, Journal of Marketing, 65 (July 2001), pp. 
79-90. [Discussion, Model presentation, Hypotheses, Data collec- 
tion, Impacts, Pricing, Detailing, Samples, Numbers of Medicare 
or health maintenance organization patients, Statistical analysis, 
Implications. ] 125 


An Experimental and Theoretical Analysis of Price-Matching 
Refund Policies. Sanjay Jain and Joydeep Srivastava, Journal of 
Marketing Research, 37 (August 2000), pp. 351-62. [Literature 
review, Model presentation and extensions, Propositions, Two 
experiments, Numerical examples, Competition-reducing and 
Price discrimination effects can be counteracted by the presence of 
differentiated firms and uninformed consumers. ] 126 


The Estimation of Pre- and Postpromotion Dips with Store- 
Level Scanner Data. Harald J. Van Heerde, Peter S.H. Leeflang, 
and Dick R. Wittink, Journal of Marketing Research, 37 (August 
2000), pp. 383-95. [Literature review, Lead and lag structures 
(Almon model, unrestricted dynamic effects model, exponential 
decay model), Price discounts (without any support, display-only, 
feature-only, feature and display), Assessment. ] 127 


2.9 Advertising 
See also 1, 10, 11, 12, 31, 32, 49, 86, 87, 122, 160, 161, 162, 166, 
197, 198, 202 


Fewer Is Better. Yvan Boivin and Francois Coderre, Journal of 
Advertising Research, 40 (July/August 2000), pp. 45-53. [Media 
scheduling procedures, Reach, Number of insertions and vehicles, 
Elimination, Marginal revenue/cost analysis, Assessment, Canada.] 

128 


Potential Challenges the Internet Brings to the Agency-Adver- 
tiser Relationship. Alan J. Bush and Victoria D. Bush, Journal of 
Advertising Research, 40 (July/August 2000), pp. 7-16. [Literature 
review, National sample of advertising agencies and advertisers, 
Perceptions and usage of Internet by organization type and size, 
Ethical issues, People who influence decision, People who main- 
tain Web site, Statistical analysis, Strategic implications.] 129 


English in Dutch Commercials: Not Understood and Not 
Appreciated. Marinel Gerritsen, Hubert Korazilius, Frank van 
Meurs, and Inge Gijsbers, Journal of Advertising Research, 40 
(July/August 2000), pp. 17-31. [Literature review, Survey of age 
groups (15 to 18 and 50 to 57), Comparisons, Education levels, 
Comprehension of English, Differences in correctly transcribing 
with and without text appearing on screen, Statistical analysis.] 

130 


Ambush Marketing: “An Olympic Event.” John A. Tripodi and 
Max Sutherland, Journal of Brand Management (UK), 7 (August 
2000), pp. 412-22. [Sports spansorship, Cost-effective alterna- 
tives, Ethical considerations, Incidental ambush, Clutter, Success, 
Guidelines.] 131 


Fostering Client-Agency Relationships: A Business Buying 
Behavior Perspective. J. David Lichtenthal and David Shani, 
Journal of Business Research, 49 (September 2000), pp. 213-28. 
{Literature review, Survey of sales executives, Factors (environ- 
mental, organizational, group, individual), Statistical analysis, 
Implications. ] 132 


Star Power. Betsy Cummings, Sales and Marketing Management, 
(April 2001), pp. 52-54, 56, 58-59. [Discussion, Market Strategy, 


Celebrity spokespersons, Credibility, Impacts, Sales meetings, 
Brand loyalty, Examples.] 133 


2.10 Personal Selling 
See also 37, 45, 73, 144, 146, 147, 148, 149, 150, 151, 153, 155, 
222 


Examining Gender Differences in Field Sales Organizations. 
William C. Moncrief, Emin Babakus, David W. Cravens, and Mark 
W. Johnston, Journal of Business Research, 49 (September 2000), 
pp. 245-57. (Literature review, Hypotheses, Survey of salespeople, 
Measures, Role ambiguity, Role conflict, Job stress, Job satisfac- 
tion, Met expectations, Organizational commitment, Propensity to 
leave, Statistical analysis, Managerial implications.] 134 


Successful and Unsuccessful Sales Calls: M Salesper- 
son Attributions and Behavioral Intentions. Andrea L. Dixon, 
Rosann L. Spiro, and Maqbul Jamil, Journal of Marketing, 65 (July 
2001), pp. 64-78. [Theoretical discussion, Propositions, Scale 
development, Measures, Performance attributions for a previous 
sales interaction, Intended behaviors for a future similar selling sit- 
uation, Personal characteristics, Statistical analysis, Managerial 
implications.] 135 


Supervisory Orientations and Salesperson Work Outcomes: 
The Moderating Effect of Salesperson Location. Goutam Chal- 
lagalla, Tasadduq Shervani, and George Huber, Journal of Personal 
Selling and Sales Management, 20 (Summer 2000), pp. 161-71. 
[Model estimation, Hypotheses, Survey of close and remote sales- 
people, Satisfaction with supervisor, Performance, Impacts, Sales- 
person experience, Supervisor role ambiguity, Task complexity, 
Orientations (end results, activity, capability), Statistical analysis, 
Implications.] 136 


Communication Between Hispanic Salespeople and Their Cus- 
tomers: A First Look. Lucette B. Comer and J.A.F. Nicholls, 
Journal of Personal Selling and Sales Management, 20 (Summer 
2000), pp. 121-27. [Literature review, Research questions, Inter- 
views with “key informants,” Cultural communication style, 
Altered style when selling to Anglo Americans, Cultural clashes 
when interactions occur with Hispanic customers of a different 
national ongin and/or different stage in acculturation process.] 
137 


The Role of Trust in Salesperson-Sales Manager Relation- 
ships. Karen E. Flaherty and James M. Pappas, Journal of Personal 
Selling and Sales Management, 20 (Fall 2000), pp. 271-78. 
[Leader-member exchange theory, Hypotheses, Survey of automo- 
bile salespeople, Variables, Satisfaction, Commitment, Trust, Pro- 
cedural and distributive justice, Career stage, Age, Job tenure in 
years, Occupational tenure, Statistical analysis, Implications.] 138 


Does Relational Demography Matter in a Personal Selling 
Context? Kevin M. McNeilly and Frederick A. Russ, Journal of 
Personal Selling and Sales Management, 20 (Fall 2000), pp. 
279-88. [Literature review, Hypotheses, Data from manager—rep 
dyads, Variables, Role ambiguity, Role conflict, Advancement 
Opportunities, Organizational commitment, Intention ‘to Stay, Per- 
formance effectiveness, Differences (age, education, sex), Statisti- 
cal analysis.] 139 


Examining the Relationship Between Work Attitudes and 
Propensity to Leave Among Expatriate Salespeople. Earl Nau- 
mann, Scott M. Widmier, and Donald W. Jackson Jr., Journal of 
Personal Selling and Sales Management, 20 (Fall 2000), pp. 
227-41. [Literature review; Hypotheses; Survey of U.S. expatriate 
sales reps; Measures; Individual, job, and organization characteris- 
tics; Sales force attitudes; Propensity to leave; Statistical analysis; 
Managerial implications.] 140 


An Empirical Investigation of Key Account Salesperson Effec- 
tiveness. Sanjit Sengupta, Robert E. Krapfel, and Michael A. 
Pusateri, Journal of Personal Selling and Sales Management, 20 
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(Fall 2000), pp. 253-61. [Model development and testing, 
Hypotheses, Survey, Measures, Strategic and intrapreneurial abili- 
ties, Communication quality, Customer trust, Perceived effective- 
ness, Interactions, Statistical analysis.] 141 


Wishing List. Gabrielle Birkner, Sales and Marketing Manage- 
ment, (September 2000), pp. 64—68, 70. [Personal interviews, What 
salespeople want most, Communication, Training, Motivation, 
Coaching, Assessment. ] 142 


Do Customers Hate Salespeople? Betsy Cummings, Sales and 
Marketing Management, (June 2001), pp. 44-48, 50-51. [Discus- 
sion, Problems, Reps don’t do their homework, Too pushy, Over- 
riding a buyer's decision by going to company executives, Don't 
follow up, Often rude, Mislead clients, Examples.] 143 


2.11 Sales Management 
See also 45, 51, 132, 133, 135, 136, 138, 139, 140, 141, 142, 238 


Heterogeneity in Sales Districts: Beyond Individual-Level Pre- 
dictors of Satisfaction and Performance. R. Venkatesh, Goutam 
Challagatla, and Ajay K. Kohli, Journal of the Academy of Mar- 
keting Science, 29 (Summer 2001), pp. 238—54. [Literature review, 
Hypotheses, Survey of salespeople, Measures, Dispersions (career 
stage, sex, competence, reward, learning, and prove orientation), 
Unit job satisfaction and performance, Statistical analysis, Man- 
agerial implications.] 144 


Selling Strategies: The Effects of Suggesting a Decision Struc- 
ture to Novice and Expert Buyers. Judy A. Wagner, Noreen M. 
Klein, and Janet E. Keith, Journal of the Academy of Marketing 
Science, 29 (Summer 2001), pp. 289-306. [Literature review; 
Hypotheses; Field experiment; When sellers use an agenda selling 
strategy, target products receive higher evaluations and have higher 
probabilities of being considered and chosen; Buyer expertise 
moderates this effect; Implications.] 145 


From Uncertain Intentions to Actual Behavior: A Threshold 
Model of Whether and When Salespeople Quit. Murali Chan- 
drashekaran, Kevin McNeilly, Frederick A. Russ, and Detelina 
Marinova, Journal of Marketing Research, 37 (November 2000), 
pp. 463-79. [Literature review, Model development, Hypotheses, 
Survey of sales reps, Antecedent variables, Intention magnitude 
and uncertainty, Probability and timing of quitting, Statistical 
analysis, Printing and publishing tndustry.] 146 


An Empirical Investigation of Critical Success Factors in the 
Personal Selling Process for Homogeneous Goods. Sean Dwyer, 
John Hill, and Warren Martin, Journal of Personal Selling and 
Sales Management, 20 (Summer 2000), pp. 151-59. [Literature 
review, Survey of sales agents, Measures, Prospecting, Preap- 
proach, Approach, Sales presentation, Handling objections, Clos- 
ing, Follow-up, Profile of high versus low performance, Statistical 
analysis, Implications, Life insurance industry.] 147 


An Empirical Investigation of a Social Exchange Model of 
Organizational Citizenship Behaviors Across Two Sales Situa- 
tions: A Turkish Case. Bulent Menguc, Journal of Personal Sell- 
ing and Sales Management, 20 (Fall 2000), pp 205-14. [Literature 
review, Hypotheses, Survey of retail and insurance salesperson— 
manager dyads, Measures, Helping behavior, Sportsmanship, Civic 
virtue, Trust in sales manager, Procedural justice, Statistical analy- 
sis, Managerial implications. ] 148 


Managing Salesperson Motivation in a Territory Realignment. 
Kirk Smith, Eli Jones, and Edward Blair, Journal of Personal Sell- 
ing and Sales Management, 20 (Fall 2000), pp. 215-26. [Theoret- 
ical discussion, Model presentation, Hypotheses, Two studies, 
Managenal actions based on expectancy theory were found to be 
more effective for salespeople whose territory realignment 
increased sales potential and justice-based actions were more 
effective for salespeople experiencing a reduction in territory 
potential, Implications.] 149 
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Sales Territory Alignment: An Overlooked Productivity Tool. 
Andris A. Zoltners and Sally E. Lorimer, Journal of Personal Sell- 
ing and Sales Management, 20 (Summer 2000), pp. 139-50. [Dis- 
cussion, Benefits (customer coverage, increased sales, morale, 
reduced travel time), Obstacles (incentive compensation plans, 
cumbersome task, data availability), Success, Guidelines.] 150 


All the Right Moves. Karen J. Bannan, Sales and Marketing Man- 
agement, (June 2001), pp. 58-60, 62-64. [Management styles, 
Teams, Evaluation, Traveling with reps, Motivation, Perform a 
technology audit, Set the right tone, Examples.] 151 


How to Run a Customer Meeting. Elana Harris, Sales and Mar- 
keting Management, (August 2000), pp. 62-64, 66-68, 70. (Build- 
ing relationships, Integrate customer expectations with meeting's 
objectives, Company-client dialogues, Maximize attendance by 
high-level executives at top customer companies, Networking, 
Examples.] 152 


Fight Club. Mark McMaster, Sales and Marketing Management, 
(August 2000), pp. 44—48, 50. [Management styles, Resolving con- 
flict, Building teamwork among reps, Factors, Read the signals and 
intervene early, Don't be afraid to get personal, Analyze sources of 
tension, Lead by example, Examples.] 153 


The Third Time’s the Charm. David Prater, Sales and Marketing 
Management, (September 2000), pp. 100-102, 104. [Sales and 
marketing automation, Implementation stages, Systems overhaul, 
Evaluate software packages, Systems improvement allowing 
reports to be e-mailed from headquarters on a more timely basis, 
Case study, Building materials industry.] 154 


Doctoring Sales. Erin Strout, Sales and Marketing Management, 
(May 2001), pp. 52-54, 58-60. [Discussion, Pharmaceuticals, Sell- 
ing to physicians, Market strategy, Incentives, Dinners, Free trips, 
Free samples, Providing good information, Prescriber profiles, 
Examples.] 155 


3. SPECIAL MARKETING APPLICATIONS 


3.1 Industrial 
See also 52, 64, 105, 119, 168, 171 


When Does Vertical Coordination Improve Industrial Purchas- 
ing Relationships? Arnt Buvik and George John, Journal of Mar- 
keting, 64 (October 2000), pp. 52—64. [Literature review; Hypothe- 
ses; Survey of industrial buyers; When specific investments are 
modest, greater vertical coordination diminishes transaction diffi- 
culties in adapting to high environmental uncertainty; Vertical 
coordination increases transaction difficulties when firms adapt to 
high environmental uncertainty and specific investments are sub- 
stantial.] 156 


Companies Get Purchasing Pros into the Design Stage. Pur- 
chasing, 129 (August 24, 2000), pp. 26-28. [Survey, Helps identify 
best parts and materials early on, Excessive costs and/or long lead 
times, Competitive advantage, Early supplier involvement, 
Improved value-added stream, Examples.] 157 


Web, Outsourcing Revolutionize Buying. James Carbone, Pur- 
chasing, 129 (August 24, 2000), pp. 50-51, 54, 59-60, 62. [Origi- 
nal equipment manufacturers, Automation of purchasing transac- 
tions, Reduction in procurement cycle time, Managing multiple 
tiers of the supply chain, Expanding role of contract manufactur- 
ers, Web as a sourcing tool, Examples.] 158 


Outsourcing: Key to Many Competitive Battles. Robert M. 
Monczka and James P. Morgan, Purchasing, 129 (August 24, 
2000), pp. 85, 89, 91. [Study, Factors, Cross-functional input to 
evaluate and select suppliers, Information sharing, Resource appro- 
priation, {nsourcing/outsourcing strategy and process model, 
Impacts, Core competencies, Success, Guidelines. ] 159 


3.2 Nonprofit, Political, and Social Causes 
See also 48, 123 


Fountain of Youth. David J. Lipke, American Demographics, 22 
(September 2000), pp. 37-38, 40. [American Association of 
Retired Persons, Image revamp, Advertising campaign, Publication 
makeover, New publication, Target markets, Baby Boomers, Pro- 
prietary research, Attitudes toward joining civic and social organi- 
zations, Statistical data.] 160 
Oh Come All Ye Faithful. Alison Stein Wellner, American Demo- 
graphics, 23 (June 2001), pp. 50-55. [Religious institutions, Com- 
petition, Market strategy, Target markets, Young adults, Entertain- 
ment, Advertising campaigns, Family influence, Examples] 161 


Explaining Gendered Responses to *Help-Self" and **Help- 
Others" Charity Ad Appeals: The Mediating Role of World- 
Views. Frederic F. Brunel and Michelle R. Nelsen, Journal of 
Advertising, 29 (Fall 2000), pp. 15-27. [Literature review, 
Hypotheses, Two experiments, Women respond more favorably to 
the help-others appeal and men to the help-self appeal, Assess- 
ment, [mplications.] 162 


Charitable Programs and the Retailer: Do They Mix? Pam 
Scholder Ellen, Lois A. Mohr, and Deborah J. Webb, Journal of 
Retailing, 76 (Fall 2000), pp. 393—406. [Literature review, Cause 
marketing, Attribution theory, Gift giving, Hypotheses, Experi- 
ment, Factors, Donation situation, Congruency with core business, 
Effort, Commitment, Store types, Differences, Statistical analysis.] 

163 


3.3 International and Comparative 
See also 11, 12, 13, 14, 32, 42, 63, 68, 83, 121, 123, 124, 130, 137, 
140, 148, 207, 223, 224, 237, 240 


After the Meltdown: A Survey of International Firms in Rus- 
sia. Avraham Shama, Business Horizons, 43 (July/August 2000), 
pp. 73-81. [Information on year of entry, entry Strategy, business 
activities, and performance; Financial collapse; Response strate- 
gies; Future prospects; Case studies.] 164 


A Better Way to Crack China. Wilfried R. Vanhonacker, Harvard 
Business Review, 78 (July/August 2000), pp. 20, 22. [Discussion, 
Joint-stock companies (foreign investor shareholding corpora- 
tions), Impacts, Industrial reform, Access to markets, Profitability, 
Case study, Photo industry.] 165 


A Content Analysis of Magazine Advertisements from the 
United States and the Arab World. Fahad S. Al-Olayan and 
Kiran Karande, Journal of Advertising, 29 (Fall 2000), pp. 69-82. 
[Literature review, Hypotheses, Depiction of men and women, 
Comparative ads, Information content, Price appeal, Impacts, Role 
of religion in forming values, Level of individualism, High- versus 
low-context culture, Economic differences, Assessment, Implica- 
tions.] 166 


Market Closeness, Commitment, and the International Cus- 
tomisation of Brand Image: The Case of Western Brands in the 
Czech Republic. Roger Bennett and Radka Koudelova, Journal of 
Brand Management (UK), 8 (September 2000), pp. 54—68. [Liter- 
ature review, Hypotheses, Survey, Market closeness and market 
commitment significantly affect the degree of image customiza- 
tion, Impacts, Cultural differences, Implications.] 167 


Wholly Owned Subsidiary Versus Technology Licensing in the 
Worldwide Chemical Industry. Ashish Arora and Andrea Fosfuri, 
Journal of International Business Studies, 31 (Fourth Quarter 
2000), pp. 555-72. [Discussion, Hypotheses, Data collection 
(Chemical Age Project File), Impacts, Cultural distance, Learning 
through past experience, Number of technology suppliers, Statisti- 
cal analysis.] 168 


Cross-National Empirical Generalization in Business Services 
Buying Behavior. Douglas Bowman, John U. Farley, and David C. 


Schmittlein, Journal of International Business Studies, 31 (Fourth 
Quarter 2000), pp. 667-85. [Discussion, Hypotheses, Model devel- 
opment and testing, Panel data on foreign exchange services banks 
provide to major multinational corporations, Interviews with cor- 
porate financial managers, Supplier selection and usage decisions, 
Sources of differences across countries, Statistical analysis, Impli- 
cations. ] 169 


Internationalization and Firm Risk: An Upstream—Down- 
stream Hypothesis. Chuck C.Y. Kwok and David M. Reeb, Jour- 
nal of International Business Studies, 31 (Fourth Quarter 2000), 
pp. 611-29. [Literature review, Hypotheses, Data collection (Dis- 
closure World Scope Database), The overall effect of international- 
ization on the risk and leverage of multinational corporations is 
expected to vary with home and target market considerations, Sta- 
tistical analysis, Many countries. ] 170 


What Makes Management Style Similar and Distinct Across 
Borders? Growth, Experience and Culture in Korean and 
Japanese Firms. Jangho Lee, Thomas W. Roehl, and Soonkyoo 
Choe, Journal of International Business Studies, 31 (Fourth Quar- 
ter 2000), pp. 631-52. [Literature review, Model presentation, 
Hypotheses, Survey of manufacturing firms, Impacts, Strategic 
goals, Environment analysis, Technology development, Supplier 
relations, Closeness with customers, Marketing, Human resource 
management, International orientation, Implications, MANOVA. ] 

171 


Organizational Learning About New International Markets: 
Exploring the Internal Transfer of Local Market Knowledge. 
Michael D. Lord and Annette L. Ranft, Journal of International 
Business Studies, 31 (Fourth Quarter 2000), pp. 573-89. [Litera- 
ture review; Hypotheses; Sample of divisional entries of diversified 
U.S.-based firms into China, India, and Russia; Impacts; Organiza- 
tional structures; Statistical analysis. ] 172 


National Culture, Transaction Costs, and the Choice Between 
Joint Venture and Wholly Owned Subsidiary. Shige Makino and 
Kent E. Neupert, Journal of International Business Studies, 31 
(Fourth Quarter 2000), pp. 705-13. [Literature review, Hypotheses, 
Data collection (Japanese firms in the U.S. and U.S. firms in 
Japan), Hennart's transaction cost model of entry mode choice, 
Ownership preferences, Statistical analysis.] 173 


The Hierarchical Model of Market Entry Modes. Yigang Pan 
and David K. Tse, Journal of International Business Studies, 31 
(Fourth Quarter 2000), pp. 535-54. [Literature review, Hypotheses, 
Sample of foreign entry activities, Nonequity (export, contractual 
agreements), Equity (equity joint ventures, wholly owned sub- 
sidiary), Factors (host country, home country, host and home coun- 
tries, industry), Statistical analysis, China.] 174 


Attitudes Toward Cooperative Strategies: A Cross-Cultural 
Analysis of Entrepreneurs. H. Kevin Steensma, Louis Marino, 
and K. Mark Weaver, Journal of International Business Studies, 31 
(Fourth Quarter 2000), pp. 591—609. [Literature review, Hypothe- 
ses, Survey, Impacts, National culture (uncertainty avoidance, mas- 
culinity, individualism), Statistical analysis, Many countries.] 175 


Cultural Variations in Country of Origin Effects. Zeynep 
Gurhan-Canli and Durairaj Maheswaran, Journal of Marketing 
Research, 37 (August 2000), pp. 309-17. [Theoretical discussion, 
Hypotheses, Experiment, Respondents in Japan evaluated the tar- 
get product that onginated in the home country more favorably 
regardless of product superiority, United States respondents con- 
sidered whether the product was superior to competitors’, Impacts, 
Individualism and collectivism.] 176 


Targeting the New Chinese Woman: Marketing Implications 
for Multinational Corporations. Subir Bandyopadhyay and Rina 
Taraseiskey-King, Journal of Segmentation in Marketing, 4 (No. 2, 
2001), pp. 47-67. [Discussion, Segmentation bases, Demographic, 
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Geographic, Urban areas, City women, Suburbs, Rural, Psycho- 
graphic, Lifestyle, Involvement, Assessment.] 177 


Demographic Segmentation of Shoppers at Traditional Mar- 
kets and Supermarkets in Taiwan. Eric ChiChung Shui and John 
A. Dawson, Journal of Segmentation in Marketing, 4 (No. 2, 
2001), pp. 69-85. [Literature review, Postulated models, Consumer 
survey, Younger generations and higher-class people are more 
likely to be attracted to supermarkets, Managerial implications.] 

178 


The Household Life Cycle Model as a Segmentation Tool in 
Urban China. Ann Veeck, Journal of Segmentation in Marketing, 
4 (No. 2, 2001), pp. 25-46. [Literature review, Survey of house- 
holds, Life cycles developed in the West are not appropriate to rep- 
resent households in China, Redefined model with applications.] 

179 


3.4 Servlces 
See also 4, 5, 31, 34, 38, 40, 42, 70, 73, 89, 97, 101, 102, 103, 125, 
147, 155, 169, 201, 221, 226, 231 


Organizing Work in Service Firms. Richard Metters and Vin- 
cente Vargas, Business Horizons, 43 (July/August 2000), pp. 
23-32. [Discussion, Impacts, Computer technology, Decoupling 
approaches (cost leader, cheap convenience, dedicated service, pre- 
mium service), Assessment, Banking industry:] 180 


Networked Incubators: Hothouses of the New Economy. 
Morten T. Hansen, Henry W. Chesbrough, Nitin Nohria, and Don- 
ald N. Sull, Harvard Business Review, 78 (September/October 
2000), pp. 74—82, 84. [Business growth; Provide office space, 
funding, and basic services; Offer extensive network of powerful 
business connections; Maintain spirit of entrepreneurship; Net- 
work access; Portfolio strategy; Network design; Examples.] 181 


Creating Customer-Focused Health Care Organizations. 
Robert C. Ford and Myron D. Fottler, Health Care Management 
Review, 25 (Fall 2000), pp. 18-33. [New paradigm, Compansons, 
Focus on physicians/third-party payers, Impacts, Patient comfort, 
Convenience, Satisfaction, Service quality, Rewards, Managers, 
Health care staff and organizations, Assessment, Implications.] 

182 


`The Effects of Open Access on Member Satisfaction and Inten- 
tions to Remain in an HMO. John E. Gamble, Marjone L. 
Icenogle, Norman B. Bryan, and Daniel A. Rickert, Health Care 
Management Review, 25 (Fall 2000), pp. 34-47. [Theoretical dis- 
cussion, Model presentation and revision, Survey, Measures, 
Autonomy, Resources, Price, Convenience, Statistical analysis.) 

183 


Better Medicare Cost Report Data are Needed to Help Hospi- 
tals Benchmark Costs and Performance. Stephen A. Magnus 
and Dean G. Smith, Health Care Management Review, 25 (Fall 
2000), pp. 65-76. [Literature review, Disputes over allowable 
costs, Cost shifting and reimbursement gaming, Inability to com- 
pare costs across institutions, Inability to measure patient care 
costs, Lack of timeliness, Factors affecting data quality, Assess- 
ment.] 184 


The Strategic Behavior of U.S. Rural Hospitals: A Longitudi- 
nal and Path Model Examination. Hanh Q. Trinh and Stephen J. 
O'Connor, Health Care Management Review, 25 (Fall 2000), pp. 
48-64. [Literature review, Hypotheses, Data collection, Endoge- 
nous and exogeneous variables, Impacts, Market power strategies, 
Organizational characteristics, Statistical analysis, Managerial 
implications.] 185 


4. MARKETING RESEARCH 


4.1 Theory and Philosophy of Science 
See also 16, 17, 51, 57, 69, 86, 108, 126, 149, 212, 215, 240 
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The Commodification of the American West: Marketers’ Pro- 
duction of Cultural Meanings at the Trade Show. Lisa Penaloza, 
Journal of Marketing, 64 (October 2000), pp. 82-109. [Theoretical 
discussion, Critical ethnographic research perspective, Market cul- 
ture (National Western Stock Show and Rodeo), Mechanisms for 
cultural negotiation, Production of the West in agents’ discourse 
and practice, Assessment, Implications.] 186 


Management Science, 46 (September 2000), pp. 1171-1267. [Six 
atticles on stochastic models and simulation, Path generation for 
quasi-Monte Carlo simulation, Risk-constrained dynamic active 
portfolio management, Management of HIV-infected patients, 
Variance reduction via lattice rules, Traffic approximation for 
workload processes, Price and service discrimination in queuing 
systems. ] 187 


Exact and Heuristic Solutions for a Shipment Problem with 
Given Frequencies. Luca Bertazzi, Maria Grozia Speranza, and 
Walter Ukovich, Management Science, 46 (July 2000), pp. 973-88. 
[Model presentation, Transportation, Inventory, Dominance rules, 
Branch-and-bound, Assessment of optimal solutions versus strate- 
gies with relaxed assumptions. ] 188 


Assessing Dependence: Some Experimental Results. Robert T. 
Clemen, Gregory W. Fischer, and Robert L. Winkler, Management 
Science, 46 (August 2000), pp. 1100-15. [Two studies, Correla- 
tion, Concordance probability, Covariation judgment, Spearman’s 
rho, Subjective assessment.] 189 


Perishable Asset Revenue Management with Markovian Time 
Dependent Demand Intensities. Youyi Feng and Guillermo Gal- 
lego, Management Science, 46 (July 2000), pp. 941-56. [Literature 
review, Models, Dynamic pricing, Stopping times, Intensity con- 
trol, Martingales, Finite horizon, Optimal policies, Examples.] 

190 


Market Information and Firm Performance. Jagmohan S. Raju 
and Abhik Roy, Management Science, 46 (August 2000), pp. 
1075-84. [Literature review, Value of information, Model presen- 
tation, Propositions, Decision analysis, Game theory, Equilibrium 
prices and profits, Effects, Product substitutability, Industry and 
firm size, Mode of conduct, Assessment. ] 191 


Sequential Product Positioning Under Differential Costs. 
Rajeev K. Tyagi, Management Science, 46 (July 2000), pp. 
928-40. [Literature review, Model presentation, Propositions, 
Sequential entry, First-mover advantage, Game theory, Uncer- 
tainty, Cost structures, Assessment.] 192 


4.2 Research Methodology 
See also |, 2, 3, 4, 5, 6, 8, 9, 10, 11, 12, 13, 14, 15, 16, 17, 18, 19, 
20, 21, 23, 24, 25, 27, 28, 29, 30, 31, 32, 33, 34, 35, 36, 37, 38, 39, 
41, 42, 49, 50, 58, 59, 60, 61, 64, 66, 68, 78, 79, 80, 91, 95, 96, 97, 
98, 107, 119, 120, 121, 124, 125, 126, 127, 128, 130, 132, 135, 
137, 145, 146, 160, 162, 163, 166, 167, 176, 178, 183, 187, 191, 
228, 235, 236 


Under the Lens. Gerda Gallop-Goodman, American Demograph- 
ics, 22 (September 2000), pp. 42, 45, 48. [Security cameras, 
Impacts, Gathering data, Software packages, Shopping behavior, 
Program and promotion effectiveness, Examples.] 193 


Who's the Boss? Rebecca Gardyn, American Demographics, 22 
(September 2000), pp. 52-56, 58. [Consumer mentality, Compari- 
son shopping for employment, Flexibility, Study, Most important 
job components, Telecommuting, Cost savings, Employee empow- 
erment, Cross-functional teams, Education, Statistical data.] 194 


Mountains to Mine. Christina Le Beau, American Demographics, 
22 (August 2000), pp. 40-42, 44. [Information overload, New tech- 
nologies, Data mining, Intranet connection, Combining data from 
different companies, Examples.] 195 


Movement at Warp Speed. Roberto Suro, American Demograph- 
ics, 22 (August 2000), pp. 60-64. [Trends, Upsurge in mobility, 
New Economy workers, Multiple job options, Global reach, Tech- 
nology centers, Fast-growing communities, Earnings, Migration, 
Transformation, Suburban consumer markets, Statistical data.] 

196 


The Match-Up Hypothesis: Physical Attractiveness, Expertise, 
and the Role of Fit on Brand Attitude, Purchase Intent and 
Brand Beliefs. Brian D. Till and Michael Busler, Journal of Adver- 
tising, 29 (Fall 2000), pp. 1-13. [Discussion; Techniques; 
Hypotheses; Two experiments; Attractiveness effect, but not the 
match-up predicted in previous literature; Effectiveness in increas- 
ing brand attitude but not purchase intent; Impacts; Fit; Belong- 
ingness; Statistical analysis.] 197 


Methods and Measures That Profile Heavy Users. Brian 
Wansink and Sea Bum Park, Journal of Advertising Research, 40 
(July/August 2000), pp. 61-72. {Literature review, Techniques 
(simple mean comparisons, basic cluster analysis, hybrid two-stage 
cluster analysis), Magazine subscriptions, Lifestyle and personality 
variables, Statistical analysis.] 198 


New Approaches to “Unforecastable” Demand. Michael 
Gilliland and Drew Prince, Journal of Business Forecasting, 20 
(Summer 2001), pp. 9-12. [Discussion, Statistical approach, Sup- 
ply chain engineering, Demand smoothing, Economy of process, 
Proactive collaboration, Assessment.] 199 


Which Forecasting Model Should We Use? Chaman L. Jain, 
Journal of Business Forecasting, 19 (Fall 2000), pp. 2, 28, 35. [Dis- 
cussion, Factors, Data pattern, Amount of data available, Seasonal- 
ity, Strong and stable cause and effect relationship, Forecast hon- 
zon, What and if analysis, Success, Guidelines. ] 200 


Assessment of the Three-Column Format SERVQUAL: An 
Experimental Approach. Albert Caruana, Michael T. Ewing, and 
B. Ramaseshan, Journal of Business Research, 49 (July 2000), pp. 
57-65. [Using a six-group experimental design, group | respon- 
dents are administered the revised SERVQUAL instrument con- 
taining minimum and desired expectations, as well as performance 
items; Findings indicate that the perception battery is the salient 
component, raising concerns regarding the usefulness of the 
revised expectations scale in service quality measurement.] 201 


Bayesian Semiparametric Regression: An Exposition and 
Application to Print Advertising Data. Michael Smith, Robert 
Kohn, and Sharat K. Mathur, Journal of Business Research, 49 
(September 2000), pp. 229-44. [Discussion; Techniques; Modeling 
marketing databases; Independent variables can enter into the 
model in either parametric or nonparametric manner, significant 
variables can be identified from a large number of potential regres- 
sors, and an appropriate transformation of the dependent variable 
can be automatically selected from a discrete set of prespecified 
candidate transformations.] 202 


The Desperate Need for Replications. John E. Hunter, Journal of 
Consumer Research, 28 (June 2001), pp. 149-58. [Discussion, 
Sampling error; Statistical, scientific, and conceptual replications; 
Heterogeneous domain; Assessment. ] 203 


Opportunities for Improving Consumer Research Through 
Latent Variable Structural Equation Modeling. Scott B. 
MacKenzie, Journal of Consumer Research, 28 (June 2001), pp. 
` 159-66. [Discussion, Advantages (ability to control for measure- 
ment error, enhanced ability to test the effects of experimental 
manipulations, test complex theoretical structures, link micro and 
macro perspectives, assess reliability and validity), Limitations of 
alternative methodologies. ] 204 
Consumers’ Need for Uniqueness: Scale Development and Val- 


idation. Kelly Tepper Tian, William O. Bearden, and Gary L. 
Hunter, Journal of Consumer Research, 28 (June 2001), pp. 50-66. 


[Literature review, Data collection (surveys and experiments), Cre- 
ative and unpopular choice counterconformity, Avoidance of simi- 
larity, Model fit indices for competing measurement models, Com- 
parison groups, Trait antecedents, Consequential effects, 
Situational moderators, Statistical analysis.) 205 


Parameter Bias from Unobserved Effects in the Multinomial 
Logit Model of Consumer Choice. Charles Abramson, Rick L. 
Andrews, Imran S. Currim, and Morgan Jones, Journal of Market- 
ing Research, 37 (November 2000), pp. 410-26. [Literature review, 
Simulation study, Impacts, Choice set effects, Heterogeneity in 
preferences and market response, State dependence, Serial correla- 
tion, Statistical analysis, Implications for model builders and man- 
agers.] 206 


Response Styles in Marketing Research: A Cross-National 
Investigation. Hans Baumgartner and Jan-Benedict E.M. 
Steenkamp, Journal of Marketing Research, 38 (May 2001), pp. 
143-56. [Discussion, Model estimation, Consumer survey, Sys- 
tematic effects of response styles on scale scores is a function of 
two scale characteristics (the proportion of reverse-scored items 
and the extent of deviation of the scale mean from the midpoint of 
the response scale), Research implications, European Union.] 207 


A Multiple-Item Model of Paired Comparisons: Separating 
Chance from Latent Preference. Albert C. Bemmaor and Udo 
Wagner, Journal of Marketing Research, 37 (November 2000), pp. 
514-24. [Literature review; Model testing; When a binomial and a 
binomial/Dirichlet model were estimated on paired comparisons, 
taken separately for each of the data sets that used relative perfor- 
mance measurements, the same log-likelihood for both occurred.] 

208 


Testing the Reliability of Weight Elicitation Methods: Direct 
Rating Versus Point Allocation. Paul A. Bottomley, John R. 
Doyle, and Rodney H. Green, Journal of Marketing Research, 37 
(November 2000), pp. 508-13. [Literature review, Hypotheses, 
Experiment, Weights elicited by direct rating were more reliable 
than those elicited by point evaluation in a test-retest situation.] 

209 


Subscale Distance and Item Clustering Effects in Self-Admin- 
istered Surveys: A New Metric. Eric T. Bradlow and Gavan J. 
Fitzsimons, Journal of Marketing Research, 38 (May 2001), pp. 
254-61. [Literature review, Hypotheses, Experiment, Special one- 
dimensional case of the spatial and attribute-based distance metric 
proposed by Hoch, Bradlow, and Wansink (1999) to explain sub- 
scale variance, replacing the indicator variable for clustering used 
in a standard analysis of variance.] 210 


The Joint Spatial Representation of Multiple Variable Batter- 
ies Collected in Marketing Research. Wayne S. DeSarbo and 
Jianan Wu, Journal of Marketing Research, 38 (May 2001), pp. 
244-53. [Literature review, Model selection and analysis, The 
authors propose a new latent structure multidimensional scaling 
procedure that is devised to represent jointly the structure in multi- 
ple batteries (preferences, proximities, and brand attribute ratings) 
of variables collected across the same set of respondents, Applica- 
tion.] 211 


Index Construction with Formative Indicators: An Alternative 
to Scale Development. Adamantios Diamantopoulos and Heidi M. 
Winklhofer, Journal of Marketing Research, 38 (May 2001), pp. 
269-77. [Theoretical discussion, Model comparisons, Data collec- 
tion, Impacts, Causal priority between the indicators and the latent 
variable involved, Indicator collineanty, Sample size, Model fit, 
Assessment.] 212 


Response Latencies in the Analysis of Conjoint Choice Experi- 
ments. Rinus Haaijer, Wagner Kamakura, and Michel Wedel, Jour- 
nal of Marketing Research, 37 (August 2000), pp. 376-82. 
(Authors use filtered response latencies to scale the covariance 
matrix of a multinomial probit model and show that this leads to 
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better model fit and holdout predictions, even if the response laten- 
cies in the holdout task are not used; Application.] 213 


Factor Analysis and Missing Data. Wagner A. Kamakura and 
Michel Wedel, Journal of Marketing Research, 37 (November 
2000), pp. 490-98. [Discussion, Techniques, Model presentation, 
Marketing data missing by design (data fusion, split questionnaire, 
subsampling, time sampling), Estimation and imputation, Syn- 
thetic data analysis, Assessment.] 214 


Choice Menus for Mass Customization: An Experimental 
Approach for Analyzing Customer Demand with an Applica- 
tion to a Web-Based Information Service. John Liechty, Vanka- 
tram Ramaswamy, and Steven H. Cohen, Journal of Marketing 
Research, 38 (May 2001), pp. 183-96. [Literature review; Effects; 
Customers’ portfolio of choices from each of several experimental 
menus by estimating the utility for each menu item as a function of 
its characteristics, price, and other specific attributes; Compar- 
isons; Alternative traditional approaches; Managerial implica- 
Gong 215 
A Cognitive Model of People’s Usage Estimations. Joseph C. 
Nunes, Journal of Marketing Research, 37 (November 2000), pp. 
397—409. [Literature review, Descriptive model, Hypotheses, 
Three studies, Choice between paying a flat fee for unlimited 
access or paying per use, Maximum, Minimum, Break-even analy- 
sis, Statistical analysis.] 216 


Artificial Neural Network Decision Support Systems for New 
Product Development Project Selection. R. Jeffrey Thieme, 
Michael Song, and Roger J. Calantone, Journal of Marketing 
Research, 37 (November 2000), pp 499-507. [Discussion, Tech- 
niques, Data from 612 projects, Comparisons, Traditional methods, 
Success (dichotomous, financial, technical), Application, Assess- 
ment.] 217 


A Methodology for Linking Customer Acquisition to Customer 
Retention. Jacquelyn S. Thomas, Journal of Marketing Research, 
38 (May 2001), pp. 262-68. [Literature review; Data collection; 
Model comparisons; Market segments; Customer life cycle; On the 
basis of this analysis, the Tobit model with selection, which simul- 
taneously addresses censoring and data truncation, is a better mod- 
eling approach than the standard Tobit model.] 218 


Semiparametric Analysis to Estimate the Deal Effect Curve. 
Harald J. Van Heerde, Peter S.H. Leeflang, and Dick R. Wittink, 
Journal of Marketing Research, 38 (May 2001), pp. 197—215. [Lit- 
erature review, Model comparisons, Predictive validity, Store-level 
sales, Relationships, Own- and cross-item price discounts, Thresh- 
old and saturation effects, Flexible main effects and interaction 
effects, Assessment.] 219 


A Connectionist Model of Brand-Quality Associations. Chris 
Janiszewski and Stijn M.J. Van Osselaer, Journal of Marketing 
Research, 37 (August 2000), pp. 331-50. [Discussion, Models 
(direct association, least mean squares, adaptive character of 
thought-rational), Hypotheses, Five experiments, Subbranding and 
ingredient-branding strategies can either protect brands from dilu- 
tion or promote dilution, Statistical analysis.] 220 


Modeling Fuzzy Data in Qualitative Marketing Research. 
Sajeev Varki, Bruce Cooil, and Roland T. Rust, Journal of Market- 
ing Research, 37 (November 2000), pp. 480-89. [Literature review, 
Empirical demonstration (customer descriptions of service inci- 
dents), Assumptions allow for items to be either crisp or fuzzy, 
Moment-based measure, Statistical analysis, Dillon and Mulani 
(1984).] 221 


Subcultural Research on Organizational Commitment with the 
15 OCQ Invariant Instrument. Anne Mathieu, Norman T. Bru- 
vold, and P. Neal Ritchey, Journal of Personal Selling and Sales 
Management, 20 (Summer 2000), pp. 129—38. [Literature review, 
Scale development and testing, Survey of French and English 
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Canadian salespeople, Multigroup confirmatory analysis, Avenues 
for further research.] 222 


Market Segmentation Involving Mixtures of Quantitative and 
Qualitative Variables. Abba M. Krieger and Paul E. Green, Jour- 
nal of Segmentation in Marketing, 4 (No 1, 2000), pp. 85-106. 
[Literature review; Model proposal; Generalized measure of pair- 
wise partition agreement based on a combination of eta squared, 
chi squared, or Rand measure; Comparisons; Alternative 
approaches, Monte Carlo simulation; Clustering; International 
product planning application.] 223 


The Segmentation and Targeting of Consumers Within the 
Fragmenting U.K. Mail Order Market. Gary S. Robertshaw, 
Journal of Segmentation in Marketing, 4 (No 1, 2000), pp. 27-51. 
[Literature review, Individual-specific segmentation, Computer 
processing, Consumer data, Comparative profiling, Application, 
Data collection, Assessment.] 224 


An Investigation of the Efficacy of Univariate Screening Mea- 
sures in Defining Market Structure. Catherine M. Schaffer, Paul 
E. Green, and Frank J. Carmone Jr., Journal of Segmentation in 
Marketing, 4 (No 1, 2000), pp. 107—25. [Discussion, Cluster analy- 
sis, Problems, Noisy variables, Error conditions, Simulation, Data 
sets, Empirical evaluation, Donoghue.] 225 


4.3 Information Technology 
See also 44, 46, 52, 90, 99, 104, 108, 109, 110, 112, 154, 158, 180, 
181, 195, 196, 215, 217, 224, 241 


The Cyber File Cabinet. Joan Raymond, American Demograph- 
ics, 22 (July 2000), pp. 38-40. [Health information, Market poten- 
tials, Storage of medical records online, Privacy concerns, Market 
strategy, Direct-to-consumer campaigns, Business partnerships, 
Examples.] 226 


The Internet Does Not Eliminate the Need to Forecast. Larry 
Lapide, Journal of Business Forecasting, 19 (Fall 2000), pp. 
15-16. [Sell-One-Make-One scenario, Problems, Seasonal and 
heavily promoted products, Safety stock, Impacts, Electronically 
connected supply chain.] 227 


Choosing the Right Forecasting Software and System. Alex 
Safavi, Journal of Business Forecasting, 19 (Fall 2000), pp. 6, 8, 
10-11, 14. [Multidimensional modeling, System flexibility, Multi- 
ple data sources, Presentation, Collaboration, Forecast reconcilia- 
tion, Adjustment and allocation, Demand, Statistical forecasting, 
New products, Lifecycles, Analysis, Involvement of other func- 
tions, Internet enabled, Interoperatibility, Scalability, Guidelines. ] 

228 


Getting the Most from Your Internet and Extranet Strategies. 
Sunny Baker, Journal of Business Strategy, 21 (July/August 2000), 
pp. 40-43. [Information sharing networks, Evolve from depart- 
mental solutions, Corporate applications, Opening up applications 
to suppliers and trading partners, Online solutions, Success, Guide- 
lines.] 229 


The Software to Secure Your Strategic Advantage. Sunny J. 
Baker, Journal of Business Strategy, 21 (September/October 2000), 
pp. 33-37. [Decision-making information support systems, Basic 
planning tools, Link combinations of assets to value creation, Data 
warehousing analysis, Setting strategic e-business metrics and 
objectives, Examples.] 230 


Health On-line—The Best Will Get Bigger. Ari S. Kellen and 
Steve Van Kuiken, McKinsey Quarterly, (No: 4. 2000), pp. 131-35. 
[Discussion, Financial performance, Problems, Internet features, 
Ability to disseminate knowledge, Driving down interaction costs, 
Communication between prominent medical centers and hospitals, 
Services to physicians and patients, Examples.] 231 


Data Synchronization Clears the Way for Expanded Scan- 
Based Trading. Timothy P. Henderson, Stores, 82 (September 


2000), pp. 88-90, 92. [Synchronization of item and price file infor- 
mation, Electronic communication and database technologies 
eliminate discrepancies and inefficiencies between retailers and 
suppliers, Time savings, Electronic receiving, Greater accessibility, 
Examples.] 232 


From Delivering Basic Data to Hosting Robust Applications, 
Intranets Find Growing Retail Role. Timothy P. Henderson, 
Stores, 82 (August 2000), pp. 76, 78, 80. [Corporate culture, Web- 
based applications, Information access, Communication- and work 
flow-based, ROI justification, Examples.] 233 


Research Center Sets Goal of Developing the Next Generation 
UPC. Timothy P. Henderson, Stores, 82 (August 2000), pp. 47-48, 
50, 52. [Discussion, Research focus, ID code needed to address 
and identify information, [D system consisting of the tag and 
reader technology, Internet directory needed to point information 
along a path from the code to the correct server, Language neces- 
sary to describe products.] 234 


5. OTHER TOPICS 


5.1 Educational and Professional Issues 
See also 134 


Generation Z. Alison Stein Wellner, American Demographics, 22 
(September 2000), pp. 60-64. [New generation of elementary 
school students, Wider mix of backgrounds, Ethnic breakdown, 
Changing family structure, Customized information, Marketing 
implications.] 235 


Research Productivity in the Journal of Business Research: 
1985-1999. Gary A. Knight, G. Tomas M. Hult, and R. Edward 
Bashaw, Journal of Business Research, 49 (September 2000), pp. 
303-14. [Discussion, Primary content areas, Authors, Institutions, 
Number of articles published, Rankings, Citation analysis, Assess- 
ment.] 236 


Ranking the International Business Journals. Frank L. DuBois 
and David M. Reeb, Journal of International Business Studies, 31 
(Fourth Quarter 2000), pp. 689—704. [Literature review, Citation 
analysis, Core journals, Impact factors, Survey questionnaire 
methodology, Composite ranking, Assessment, Implications.] 237 


An Experimental Investigation of Efforts to Improve Sales Stu- 
dents’ Moral Reasoning. Terry W. Loe and William A. Weeks, 
Journal of Personal Selling and Sales Management, 20 (Fall 2000), 
pp. 243-51. [Discussion, Hypotheses, In-class ethics training ses- 
sions, Role-play interventions, Gender differences, Statistical 
analysis, Implications for higher education and sales organiza- 
tions.] 238 


How to Prepare for E-Commerce. Kathryn Belyea, Purchasing, 
129 (July 13, 2000), pp. 258-59. [Career development, Procure- 
ment, Technical and commercial issues, Buy and sell sides, Global 
growth scenario, Look at other companies, Market awareness, 
Infrastructural readiness. ] 239 


5.2 General Marketing 
See also 53, 99 


Instituting the Marketing Concept in a Multinational Setting: 
The Role of National Culture. Chery] Nakata and K. Sivakumar, 
Journal of the Academy of Marketing Science, 29 (Summer 2001), 
pp. 255-75. [Literature review, Theoretical framework, Proposi- 
tions, Stages (interpretation, adoption, implementation), Dimen- 
sions (individualism, uncertainty avoidance, power distance, mas- 
culinity, Confucian dynamic), Managerial implications.] 240 


Consumer Empowerment Creates a Shift in the Marketing 
Model: How the Rules of the Game Are Changing. Jeremy 
Braune, Journal of Brand Management (UK), 7 (August 2000), pp. 
395—404. [Discussion, Brand names, Target markets, Internet and 
telecommunications revolutions, Restructuring and the marketing 
department, Consumer manager, Flexible branding, Consumer seg- 
mentation, Examples.] 241 
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